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(Testimony of L. Hicks Taylor.) 

Q. Iinstad and Utgard, financial statement sup- 
plied ? &. Yes. 

Q. Hans Forster has with the Washington State 
Sank, Issaquah, approximately one hundred thou- 
sand dollars on deposit. 

Does that refresh your recollection, Mr. Taylor? 

A. it refreshes it to the point that I was not 
there when it was discussed. 

@. And you didn’t even know, did you? 

A. I did not know that he had one hundred 
thousand dollars. 

Q. No, sir, you were preparing financial state- 
ments for Mr. Forster and he was holding out one 
hundred thousand dollars on you when he was try- 
ing to get a loan, 1s that right? 

A. I was preparing financial statements from 
the books I operated on and not from his personal 
Savings account or any of his other operations out- 
side of these businesses. 

Q. So, Mr. Strack, Mr. Donaldson, and [4667] 
the credit manager of the Peoples National Bank 
with whom you had this discussion knew that Mr. 
Forster had one hundred thousand dollars in the 
Issaquah State Bank but you didn’t know it? 

A. ‘They knew more than I did, absolutely. 

Q. Did you advise the credit man with whom 
you talked—by the way, let’s tie this down and 
withdraw that. 

You talked only once to Mr. Strack about this 
financing of the Alpine Dairy Building? 

A. Yes, that is correct. 
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Q. You did not talk to Mr. Donaldson about it? 

A. He was present as I remember. 

Q. But you had only one conversation about it? 

A. On that loan, yes, of two hundred thousand 
dollars. 

Q. On any loan, Mr. Taylor. 

A. Iam speaking of two hundred thousand dol- 
lars: 

Q. What loan was made, Mr. Taylor? 

A. I don’t know right at the present time. 

Q. One hundred thousand dollar loan was made, 
wasn’t it, Mr. Taylor? 

A. It may have been. I wasn’t present. [4668] 

Q. So that we can definitely say that in connec- 
tion with any loan, construction loan, the building 
of the Alpine Ice Cream plant, you had only one 
conversation with the officers of the bank, Peoples 
Bank, and that was the single conversation with 
My. Strack and Mr. Donaldson were each present? 

A. That is correct. 

Q. Now, at what you originally said was a secret 
call with a credit manager of the bank did you have 
more than one conversation with a credit manager 
of the bank involving your statement of February 
28, 1948? A. I do not recall. 

Q. So, if there was only one it might be then 
the gentleman might be Mr. Quinten H. Ellis, the 
credit manager, is that correct? 

A. It could have been, possibly. I don’t remem- 
ber the party’s name. 

@. And did you discuss with the party, whose 
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name you do not remember, the amount of the pro- 
posed building loan? A. J do not remember. 

Q. You had a very detailed discussion with that 
gentleman on or about May 5, 1948, of the assets 
of Hans Forster, didn’t you? [4669] 

A. Of his companies, yes. 

Q. All of his companies? 

A. All of his companies, yes. 

Q. I will ask you if you did not advise Mr. 
Quinten H. Ellis in that conversation upon May 5, 
1948, at the Peoples National Bank, that Finstad 
and Utgard was solely owned by Hans Forster? 

Mr. LeSourd: I will object to this as improper 
' recross, your Honor. 

The Court: I am inclined to sustain the objec- 


tion. 


Mr. Griffin: I ask leave to reopen on cross for 
the purpose of asking this question and for im- 
peachment in connection with the other impeaching 
question. 

The Court: The Court—in connection with the 
conversation made with regard to the loan? 

Mr. Griffin: Yes, this is in connection with the 
_ witness’ testimony before in which he went into de- 

tail that Mr. Forster did not own all of Finstad 
and Utgard, and I may say 

Mr. LeSourd: (Interposing) Well—— 

Mr. Griffin: Just a moment now. I did try to 
' comply with the suggestion made at the recess pe- 
_ riod to cut my cross-examination and this is [4670] 
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an impeaching question that I would like to ask in 
connection with his testimony. 

Mr. LeSourd: Your Honor, this is the first time 
I ever heard of impeaching someone on a legal 
conclusion over a very complicated transaction. It 
seems to me they have fully covered it and he testi- 
fied a number of times that he showed Mr. Forster 
in these statements as the sole owner of Finstad and 
Utgard because he had a contract permitting him 
and authorizing him to buy all the stock of Finstad 
and Utgard but he hadn’t completed that contract. 

I object to the question on the grounds that it is 
not an impeaching question and not proper recross 
examination. I will object to reopening his cross 
for any such purpose. 

The Court: I hesitate to be too restrictive about 
reopening but Mr. Griffin, we have gone so exten- 
sively into cross examination that I believe—— 

Mr. Griffin: I appreciate I cut mine by a day 
at least as to matters I thought might be material. 

Q. (By Mr. Griffin): Mr. Taylor, you stated 
on examination a [4671] little bit ago that you ex- 
plained the changes in Exhibit 252 to both officers 
of the Peoples National Bank. 

Please, the name of those two officers to whom 
you explained those changes? 

A. I said to the best of my recollection I did. 

Q. The name of those two officers, please? 

A. It would be Strack and Donaldson. 

@. When did you make that explanation of the 
change to them? 
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A. I wouldn’t remember. Sometime after T pre- 
pared it. 

Q. Sometime after you prepared this financial 
statement of February 28, 1948? A. Wes, 

Q. Well, the two hundred thousand dollar loan 
was under discussion then, wasn’t it? 

A. Before that, I believe, yes. 

@. And after that? 

A. Not in my presence at any time. 

Q. Well, you explained the changes, von said, 
to them after you made the statement, is that cor- 
rect? 

A. Well, when else would I make the explana- 
tion? [4672] 

Q. The explanation you made was in connection 
with the loan, wasn’t it ? 

A. It is possible it was. 

@. So that you had more than one conversation 
with them about the loan, didn’t vou? 

A. No, I did not. 

My. Griffin: That is all. 

The Court: Ts that the end of vour recross? 

Mr. Griffin: Yes, your Honor. 

The Court: Ladies and Gentlemen of the Jury: 

We will now recess for the noon-dav luncheon 
and the Court calls your attention to the admoni- 
tion given you on similar oceasions and asks that 
you heed it on this occasion. 

We will now recess until one-forty-five. 

(Whereupon, the Jury retired from the 
courtroom.) 
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The Court: You may step down. 
The Witness: Thank you. 


(Witness leaves stand.) 

The Court: Mr. Keesling, do you have any other 
questions? 

My. Keesling: No. [4673] 

The Court: Then, Mr. LeSourd, you will start 
on redirect? 

Mr. LeSourd: Yes, I will, your Honor. 

The Court: Court will recess until 1:45. 


(Whereupon, at 12:17 o’clock, p.m., a recess 
was had until 1:45 o’clock, p.m. April 23, 1954, 
at which time, Counsel and Defendants hereto- 
fore noted being present, the following pro- 
ceedings were had, to-wit:) 
The Court: You may eall the Jury. 
(Whereupon, the Jury was returned to the 
courtroom.) 
The Court: You may be seated. 
Tt is stipulated that the jury and all defendants 
are present in the courtroom? 
Mr. Griffin: Yes, your Honor. 
Mr. Moriarty: Yes, your Honor. 
The Court: You may proceed, Mr. LeSourd. 


Redirect Examination 
Q. (By Mr. LeSourd): Mr. Taylor, you have 
Exhibit 252 there before you? Ay KO, sie 
Q. That is the February 28th. 
A. This is 218. [4674] 
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(Whereupon, exhibit was handed the witness 
by Mr. LeSourd.)) 

Q@. Handing you Plaintiff’s Exhibit 252, which 
is this Hans Forster financial statement of Febru- 
ary 28, 1948, that you were discussing just before 
we adjourned at noon, I believe you testified that 
the cash item in that statement was made up by 
taking what could be readily liquidated from other 
assets and putting it up into cash, didn’t you? 

A. Yes, that is correct. 

Q. Now, on cross-examination you were asked 
to total certain items of cash assertedly from per- 
sonal savings accounts of Mr. Forster totalling, T 
believe, one hundred ninety-nine thousand, or one 
hundred ninety-one ? A. Yes. 

Q. Is any part of that cash in this figure for 
eash on this February 28th balance sheet to your 
recollection ? wn No, ait 1s mot 

Q. Now, I am handing you Plaintiff’s Exhibit 
272 which is the Alpine Ledger, and JT will ask vou 
to read from that ledger the amount of accounts 

receivable of Alpine Dairy as of February 28, 1948? 

A. $328,480.65. [4675] 
Q. Now, will you read the accounts receivable 
| for Alpine Dairy listed on Exhibit 252, this finan- 

cial statement? A. &228,480.65. 

Q. Which is $100,000 less and erases that one 
hundred thousand dollavs put on that financial 
_ statement ? 
A. It was moved up into the cash column. 
/! 9. Now, with that $100.000 as one item in that 


ee ee ee ee  —eEEeEeEeEEeEeEeEeEeEeEeEeEeEeeeEeEeEeEeEeEeEeEeEeEeEeESEEEeeeEeEeeeee—me 


— 


Zao Hans Forster vs. 


(Testimony of L. Hicks Taylor.) 

eash column, is it possible for the $199,000 of per- 
sonal cash that you totalled for Mr. Obenour, I 
believe, to be in that cash column? 

A. It is impossible. 

Q. Now, also, Mr. Taylor, will you read me the 
net worth of Mr. Forster shown on this February 
28th statement ? A. $755,512.22. 

My. LeSourd: I will ask that this be marked. 

The Clerk: Defendants’ Exhibit No. A-126 
marked for identification. 

(Defendants’ Exhibit No. A-126 marked for 
identification.) 

Q. (By Mr. LeSourd): Handing you Exhibit 
126 for identification, can you state what that is? 

A. This is a financial statement dated October 
ol, 1948, of Hans Forster. 

@. And by whom was it prepared? 

A. By me. 

Mr. LeSourd: J will offer Defendants’ Exhibit 
A-126. 

Mr. Maxwell: What was the date? 

Mr. LeSourd: October 31, 1948. 

Mr. Obenour: No objection. 

Mr. Griffin: No objection. 

The Court: Exhibit A-126 mav he admitted. 

Mr. Keesling, I am sorry. 

Mr. Keesling: No, no objection. 

(Defendants’ Exhibit A-126 admitted in evi- 
dence.) 

Q. (By Mr. LeSourd): Handing you Exhibit 
A-126, the Hans Forster financial statement of Ce- 
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tober 31, 1948, will you give us the net worth as 
shown on that statement ? 

A. The net worth is $778,363.18. 

Q. And, again, what was the net worth on 252, 


February 28, 1948? BS 19591222: 

Q. In other words, an increase of about how 
much ? A. $22,000. [4677] 

Q. Between February and October? 

A. Yes. 

Q. Now, the October, 1948, statement shows how 
much for cash? A. $41,850.36. 


@. Can you tell us what that cash represented. 
or will you want to check a journal to do so? 

A. The cash that appears on Exhibit 126 is com- 
posed of two items, cash on hand of $18,652.09, and 
a bank balance of $23,198.27, totalling $41,850.36, 
the identical amount shown on Defendants’ Exhibit 
A-126. 

@. From where have vou taken those two itenis, 
Mr. Taylor? 

A. From the cash account of the Alpine Dairy. 
and the bank account of the Alpine Dairv ledger. 

Q. Then this cash represents only the Alpine 
eash ? Po That is correat 

Q. Now, in this statement of October, 1948, is 
there any place in this statement of any other items 
of cash? A. No, it is not set out separately. 

Q. By that, you mean there is cash in some of 
the subsidiary companies that he owned? 

A. Yes, that would be correct. [4678] 
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Q. And how would those companies be shown 
on the balance sheet? 

A. The subsidiary companies, Issaquah Cream- 
ery Company, is shown on a net worth basis. 

@. And the others hkewise? 

A. The others likewise. 

Q. Now, is there in this October, 1948 balance 
sheet, any amount from Mr. Forster’s savings ac- 
counts or personal accounts ? A. There is not. 

Q. And then—that is all—in other words, that 
October, 1948, statement includes only the assets 
from the businesses which vou had contact with as 
accountant, 1s that right? A. That is correct. 

@. And the same is true of the February, 1948, 
statement ? A. Yes, that is correct. 

Q. With the changes that you have mentioned? 

A. Yes, anticipations. 

Mr. LeSourd: May I have A-122? 

(Whereupon, exhibit was handed to Mr. Le- 
Sourd by the Clerk.) 

Q. (By Mr. LeSourd): Mr. Taylor, do you re- 
eall during Mr. Griffin’s cross-examination that he 
handed you for identification [4679] Defendants’ 
Exhibit A-122 and I believe asked you if this was 
a statement of the 1947 bonus, milk bonus, paid 
to shippers of Finstad and Utgard ? 

A. Yes, I remember it. 

Q. And do you recall you testified that you 
could not identify it? A. That is correct. 

@. And do you recall that that was in connec 
tion with examination made of you concerning a 
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$10,000 increase in the bonus payments to milk 
shippers at Iinstad and Utgard ? 

A. Yes, I remember it. 

Q. And do you reeall, Mr. Taylor, that Mr. Grif- 
fin, holding this document in his hand, and looking 
at it, asked you whether or not the bonus payments 
at the end of that year were actually only $500; 
do you remember that question ? 

A. Yes, I remember it. 

Mr. LeSourd: Your Honor, I will offer Exhibit 
A-122 in evidence at this time, to show the actual 
bonus figure that was before Mr. Griffin at the time 
he asked that question. 

Mr. Griffin: There is no objection. 

I endeavored to have it entered, and you ob- 
jected. [4680] 

The Court: A-122? 

My. Griffin: Yes, your Honor. 

The Court: It may he admitted. 

(Defendants’ Iixhibit A-122 admitted in evi- 
dence.) 

Q@. (By Mr. LeSourd): And what is the total 


bonus shown there, and for how many individual 


shippers ? 

A. There appears to be eight shippers listed 
here. 

@. And what is the total bonus shown on that 
document ? A. $2,189.55. 

Mr. LeSourd: Your Honor, I would like permis- 
sion to cireulate this among the Jury. 

The Court: Can you proceed with the examina- 
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tion while you do it? It might save time if you 
want to read it. 

Mr. LeSourd: I would rather have them see it, 
your Honor. 

(Whereupon, exhibit was circulated among 
the Jury.) 

Mr. LeSourd: May I have A-64? 

(Whereupon, exhibit was handed to Mr. Le- 
Sourd by the Clerk.) [4681] 

Q. (By Mr. LeSourd): TI might ask you, Mr. 
Taylor, one question while that is circulating. 

Do you have any information at all about the 
number of milk shippers to Finstad and Utgard? 

A. Well, not too clearly. 

Q. Do you have any general information as to 
whether there were many or few? 

A. Itis my recollection there were a great many. 

(Whereupon, there was a brief pause.) 

Q. Now, Mr. Taylor, coming back again for a 
moment to the matter of these—of this February 28, 
1948, statement, you testified, I believe, that to the 
best of your recollection, you had gone over that 
statement with Mr. Strack and Mr. Donaldson. Do 
you have any clear recollection of that conversa- 
tion ? 

A. Not exactly in that particular statement, but 
it would seem that I did because of the fact that 
that statement was signed by Mr. Forster and I 
believe it was gone over with them, but to definitely 
state it 1s hard for me to do. 

@. That is the extent of your recollection? 
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a. You 

Q. Now, also you stated, I believe, that you had 
had [4682] only one conversation in which the $200,- 
000 loan figure was mentioned. 

Did you have other conversations with regard to 
loans in different amounts, or with regard to mat- 
ters where no loan figures were mentioned ? 

A. Well, my—I remember particularly the one 
time that we discussed the $200,000 loan, and I don’t 
recollect discussing that particular loan again, al- 
though we may have. 

When the discussion goes on, you discuss a lot 
of things sometimes, and T really wouldn’t want 
to make the statement that it wasn’t discussed again 
in some minor way. 

@. Did you have other meetings with the bank 
in this same general period? 

A. Yes, we did, or I did, with Mr. Forster, but 
it was in conjunction with other statements. 

Q. At any of these meetings, were smaller loans 
than $200,000 considered for this ice cream building, 
this building you were talking about? 

A. I believe there was a discussion of a lesser 
loan, but I don’t remember any amount being dis- 
cussed. L think that was settled with Mr. Forster 
when I wasn’t present. 

@. Mr. Taylor, I hand you Exhibit A-64 which 
I believe you have testified was an audit of the 
Tssaquah [4683] Creamery Company vou made in 
1932? A. Yes. 

Q. Is there any difference between this audit 
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and your normal monthly and annual reports? 

A. Oh, yes; very much. 

Q. What is that difference? 

A. This is a detailed audit. I examined all the 
records at Issaquah, and developed my findings 
from actual information from the records and de- 
tailed each one myself, so that I could sign a state- 
ment that I had prepared it, and made an andit, 
and I so state. 

Q. What were the circumstances under which 
this audit was made? 

A. It is my recollection that Mr. Peters and 
possibly Mr. Hans Forster was present, and that 
the thought was to somewhat revamp our books in 
a small way. There was not much of a change 
necessary, but we wanted to be positive of our fig- 
ures as of that date to continue on from there, in 
the—with the actual audited figures. 

Q. Have you at any later time made an actual 
audit of Issaquah Creamery Company? 

A. Not a complete detailed audit. I don’t be- 
Neve that I have ever even made a balance sheet 
audit since this period, and it is my recollection 
that [4684] I was never requested afterward to 
make an audit. 

Q. At later dates in the ’30s, I think some of the 
exhibits show some further detail with your monthly 
or annual statements than normally appears. Can 
you tell us what the circumstances were of those? 

A. Mrs.—or Miss Neukirchen was a very capable 
person at Issaquah, and it is my recollection that 
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two ot three times she prepared auxiliary docu- 
ments for me, such as lists of accounts reccivable, 
accounts payable, but they were not officially sub- 
mitted. They were just turned over to me to fit 
with the returns, and as I remember, they did rece- 
oncile with the ledger accounts. 

Q. When you mentioned Miss Neukirchen, is 
that the one who testified here? 

A. No, this was Miss Alice Neukitrehen. 

Q. That is her sister? A. Yes. 

Q. Mr. Griffin has introduced various balance 
sheets and profit and loss statements for different 


| dates back in the 730s, and brought out that some 


statements contained different figures than others, 
which read as of the same date. 

You testified, I believe, that in these cases both 
sets of figures are true. [4685] 

Would you explain the reason for this? 

Mr, LeSourd: Or, I will withdraw that, vour 
Honor. It has been gone over so much I will ask 
& more specific question. 

Q. (By My. LeSourd continuing): Now, I think 


you also testified with regard to that that the bank, 


when you were submitting statements, were inter- 
ested in market values, T think you said? 

Pe ainaties correct, yes. 

Q. Now, with regard to assets hke equipment 
and routes, what did the tax laws require as to the 
figures that should be used for those assets? 

Myr. Griffin: I object to that question. The wit- 
“hess has shown no qualification to testify as to what 
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the tax laws of the United States are. It is calling 
for an expert opinion. 

Mr. LeSourd: On the contrary, your Honor, he 
is an accountant. 

Mr. Griffin: I know what he did. There is no 
qualification. 

Myr. LeSourd: There is many years’ experience, 
and this is ground work for the books he was keep- 
ing. 

Mr. Griffin: I am serious in that objection. 

The Court: Mr. Reporter, read the question. 

(Whereupon, preceding question was read by 
the reporter.) 

Mr. Griffin: It is not the best evidence. 

The Court: I think probably you should ask him 
if he knows. 

Q. (By Mr. LeSourd): Well, if you know, Mr. 
Vaylor. 

4. The tax laws, as I understand 

Mr. Griffin: (interposing) Just a moment. It 
ean be answered “‘yes”’ or “‘no.” 

Mr. LeSourd: No, it can’t be. 

The Court: J will ask: 

Are you femiliar or were you familar, rather, 
with the tax Jaws insofar as they apply to the re 
quirements with regard to establishing the worth 
of equipment—was it? 

Mr. LeSourd: No, as to how the equipment and 
other like assets should be carried for tax purposes. 

T have forgotten how I phrased the question orig- 
inally. 


A er as a 
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The Court: Are you speaking now of income 
tax laws? 

Mr. LeSoutd: That is right. 

Mr. Griffin: Why don’t we get the specific [4687] 
question now and see whether I have an objection 
to it? 

The Court: Well, could you reframe that, then, Mr. 
LeSourd, or do you wish the reporter to read it? 
Mr. LeSourd: I will reframe it, your Honor. 

@. (By Mr. LeSourd): Under the Income Tax 
Laws, Mi. Taylor, how are assets like equipment 
to be carried, on what basis? A. ect, 

Mr. Griffin: Any further objection? 

Mr. Griffin: I didn’t object to that question. That 
is why I asked it be reframed. 

Q. (By Mr. LeSourd): Is there a difference be- 
tween cost and market value? 

A. Yes, a vast difference. 

Q. And what is that difference? 

A. Many purchases of equipment at cost may be 
bought very below the market value, and could be 
considered at the market value from some—in some 
kinds of application for credit, and so on. 

@. From your experience with banks, what are 


they interested in as to the figures for assets like 


equipment? [4688] 
A. They are interested in market value. 
Q@. Now, you 
Mr. LeSourd: Strike that. 
Q@. (By Mr. LeSourd continuing): What did 
your books, kept for Mr. Forster’s enterprises, show 
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as to figures for equipment and like assets? 

A. The cost values. 

Q. Now, you testified that you made up financial 
studies and balance sheets and profit and loss state- 
ments for the banks at various times, and what did 
they show as to figures for equipment and other 
assets ? 

A. They show the market values, and in the ease 
of routes appraisals and sometimes real estate 
showed on an appraisal basis. 

Q. Now, when you say ‘appraisal,’ what has 
that to do with market value, if anything? 

A. Well, appraisal—appraisal companies estab- 
lish the current market value. 

Q. Now, other statements, I think you said, were 
taken directly from the figures on your ledger. 
What did those figures reflect for the figures for 
equipment and like that? 

A. In the case that has been mentioned here, 
an appraisal of routes have been—the routes have 
been increased to determine a market value of them 
by [4689] appraisal by Mr. Forster. 

Q. Now, there are also among these exhibits that 
were put in evidence, back in the ’30s were profit 
and loss statements, and I believe Mr. Obenour went 
over them again this morning as to differences in 
these various figures. 

What changes might be made on a profit and loss 
statement for credit purposes as distinguished from 
book values? 

A. For a credit man’s survey, or a credit man’s 


| 
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study, they are interested in, somewhat, a profit and 
loss on the basis of the actual cash withdrawn by 
officers in the company, or management personnel, 
and as there are other values, as depreciation, 
Which is purely an estimate, sometimes depreciation 
values govern, but the Internal Revenue studies can 
be of a greater amount than the equipment actually 
depreciates and that, in itself, is again drawing an 
appraisal to the value of the equipment. 

Q. In your experience with banks, do you have 
any information as to whether or not amounts owed 
by a corporation to its majority, or sole stockholder, 
are oftentimes subordinated to bank loans? 

A. JI have known of a number of cases of that 
kind. [4690] 

Q. And where a bank has made loans to a closely 
held corporation, what, in your experience, has 
heen their interest so far as secing the profits be- 
fore taking into consideration undrawn stockholders’ 
salaries and other amounts owed to stockholders? 

My. Griffin: J object because it is not redirect 
or material. It is an entirely new issue. 

The Court: This has reference to some items on 
those statements. 

Mr. LeSourd: Exactly, yvour Honor. Mr. Oben- 
our spent a great deal of time this morning trying 
to show there is a difference mm these profit and loss 
statements. 

The Court: I will overrule objection. 

A. The bankers many times like—would like to 
know a possible development in case of a slow- 
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down, whether the salary withdrawals could be re- 
duced, and given an added profit in case of liquida- 
tion as I have displayed on those statements, a 
possibility, in case of liquidation, so the profit fig- 
ure could be determined by the reduction in salary, 
and a reduction in depreciation, although deprecia- 
tion is only an application account. It is not a cash 
reduction account. [4691 | 

@. (By Mr. LeSourd): What was the situation 
in these years that we are speaking of concerning 
the deduction by a corporation on the accrual basis 
of the entire authorized officers’ salary whether it 
was drawn or not drawn? 

Mr. Griffin: My same objection; not proper re- 
direct, and it is immaterial, completely a new issue. 

Mr. LeSourd: On the contrary, your Honor. We 
agree that the whole thing was immaterial when 
originally gone into it, and they have tried to show 
some impropriety, and we are certainly entitled to 
bring out the facts as to the situation. 

The Court: Objection overruled. 

A. The Internal Revenue Department have been 
—in those years were fairly fair in salaries to the 
different officers. I do not believe that we had a 
question on the Issaquah Creamery. 

Q. (By Mr. LeSourd): You are speaking now 
of whether the salary was reasonable or not, are 
you? A. That is right. 

Q. Now, assuming it was reasonable, what is the 
situation as to whether the corporation was permit- 
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ted to deduct the entire salary on its return, even 
though it wasn’t all drawn? 

A. That was allowed. The undrawn portion could 
12692] be accrued as to salary payable to the 
officers. 

Q. So that any financial statement made by the 
tax return profit and loss statement would show a 
deduction of the salaries? 

Mr. Griffin: I object as leading, at least. 

The Court: Objection sustained. 

Mr. Griffin: If this witness will testify, I pre- 
fer it. 

A. The salaries 

Mr. LeSourd (Interposing): Just a moment. 

Q. (Continuing): And what would the profit 
and loss statement submitted with the tax return 
show as to the salary allowable? 

A. It would be the authorized salary to the offi- 
eer would be deductible, and the undrawn portion 
would appear as a hahility in the balance sheet. 

Q. And what would be the result of that on the 
profit shown in that tax return statement as com- 
pared to the profit shown in a statement submitted 
to a hank where you showed profit before the un- 
drawn salary? 

A. It would show—the tax return would show 
a lesser profit than the one for credit purposes to 
the bank. 

Q. What would cause differences in the items of 
notes, or accounts payable, in financial statements 
[4693] compared for these two different purposes? 
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A. Oftentimes an application of an account— 
financial statements that we have prepared are al- 
ways from 30 to 40 days after the close of the cur- 
rent year, and sometimes information comes in that 
would—that affects the appearance of an accounts 
receivable, or it might affect a cash picture, and 
make changes as though—in a cash position there 
may be sometimes the bank overdraft, and you re- 
duce the debit cash by a bank overdraft, and then 
not show the same overdraft as a liability, and you 
ean have bad debt reserves that you restore. 

Q. Now, just a moment, I would ask you, Mr. 
Taylor, about accounts payable: 

In the statements that were shown to you, where 
differences appeared under the words “accounts 
payable”, what is the situation as to whether or not 
there were different breakdowns of that, of accounts 
payable, on these various statements? 

A. Many times, there will be various headings 
in your ledger accounts under accounts payable lia- 
bilities that will be assembled or consolidated, into 
one account on a skeleton or short form balance 
sheet. 

Q. Then how about on a balance sheet prepared 
[4694] for other purposes? 

A. They sometimes are detailed more than on 
others. 

@. And what would cause differences in these 
financial statements for different purposes in your 
notes and accounts receivable? 

A. Well, the situation of an accounts receivable 


United States of America 2351 


(Testimony of L. Hicks Taylor.) 

might be converted into a note during the interval 
and be transferred into the note account, which 
would reduce the accounts receivable account, and 
it is possible that there might be credits on the 
accounts receivable that you might throw into a 
hability, and allow the higher amount of aecounts 
receivable to appear. 


Q. Now, how about differences in the item of 
eash ? 

A. Differences in the item of cash would be the 
assembling of the cash. You might have a large 
cash balance, a bank overdraft; you could earry the 
bank overdraft, or apply it against the cash account 
to reduce the cash account; you can take—it has 
been known to be taken that the outstanding checks 
would be considered a hability instead of apphed to 
the bank, and used the total shown on the bank 
statements, and show it checks outstanding as checks 
in transit on the [4695] lability side of this bal- 
ance sheet. 

Q. All as accounts payable? 

A. All as accounts payable. 

Q. Now, what would cause differences in the 


amount of inventory? 


A. There are many ways that an inventory could 
have a difference. For instance, right close to the 
end of the year, someone has much 


Mr. Griffin (Interposing): Just a moment, if 


the Court please, isn’t the question what he did, 


rather than any theory of what might have oc- 
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curred? I object to this line of questioning. I have 
no objection to what he did, and why. 

The Court: I assume that probably the back- 
ground of some of these matters are not available? 

Mr. LeSourd: If your Honor please, this wit- 
ness was put through this situation: he was put on 
the stand and presented with a myriad of financial 
sheets over 20 years ago, and expected to remember 
every single adjustment that occurred. Of course, 
he can’t. What he has to testify to is the general 
type of differences that occurred, and I will ask 
iuin as to whether the adjustments—in due course, 
I will ask him whether the adjustments made in 
these are the reflections of these various types of 
differences. [4696 | 

Mr. Griffin: If he can’t remember what he did, 
how can he testify as to what they are? That is 
my objection. 

The Court: Well, in view of the nature of the 
situation, I think that the objection should be over- 
ruled. Generally speaking, if the items are avail- 
able, the figures are available, they possibly should 
be produced, if they can be, but it might unduly 
lengthen the trial, and the Court, under the ci 
cumstances, will overrule the objection. 


My. Griffin: Now, I am a little at a loss to know 
what your Honor is referring to by figures being 
produced. 

The Court: As I understand it, many of the bal- 
anee sheets and profit and loss statements in the 
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past years may or may not have heen based upon 
other work shects. 

My. LeSourd: That is right, your Honor, and 
based on appraisals of assets which were given this 
man for use in market value, and all sorts of dif- 
ferent things, which are not available today. 

My. Griffin: Well, I had understood—I don’t 
know anything about any work sheets in those years 
in question, by testimony o1 otherwise, but they 
have been made available. The Government made 
available to counsel for both parties, so far as J 
know, and understand all [4697] documents of every 
kind, nature, and description in connection with 
this matter. 

Mr. Moriarty: So far as we know, as far as we 
have had. 

Mr. Griffin: Right. I take it the obligation is 
just as much upon counsel who had that right of in- 
vestigation and did investigate to produce them or 
show 

Mr. Moniarty (Interposing): There were a mun- 
ber of documents not delivered to us, but which 
stayed in your possession. 

Mr. Griffin: Right. That one box which they had 
access to, and which they went over. 

Mr. LeSourd: If Mr. Griffin desires, we will 
suspend for a week and go back into the files to 
1932 and analyze every transaction, but, your 
Honor, when this came in, we objected to it as ut- 
terly irrelevant and immaterial, and we think it is 
still, but over our objection Mr. Griffin and Mz. 


2304 Hans Forster vs. 


(Testimony of L. Hicks Taylor.) 

Obenour went into these matters in detail, item 
after item, trying to make it appear that this wit- 
ness was giving different statements of profit and 
balance sheets. 


We can take a week off, and study those things, 
if the Court desires, but I feel that the witness can 
testify here as to the type of changes that this 
[4698] consisted of, and can testify that in general 
these different financial statements reflected this 
type of a change without going into that in detail. 


The Court: Well, I will again state, if there are 
work sheets or other data that 1s available, that can 
be produced, I think that it probably should be 
produced. However, the Court will not require that, 
and under these circumstances, the matter covering 
the past years I am inclined to overrule the ob- 
jection. 


Mr. Griffin: Now, in the ight of your Honor’s 
statement, I make this statement to you as an offi- 
cer of this Court: 


That, as far as I am concerned, there has been 
produced, and there has been available to the wit- 
ness on the stand, every document that ever came 
into the possession of Hans Forster from this wit- 
ness, and upstairs, recess period after recess pe- 
riod, there has been examination in the office of the 
Government, left there for that purpose and used 
by both counsel all the time and any documents 
we thought were admissible here, or bearing on any 
matter, I brought into this courtroom, every single 
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solitary document that I thought was bearing upon 
any question that I asked. 

I withdraw the objection in the light of your 
[4699] Honor’s ruling, but I don’t want any infer- 
ence that I haven’t presented here everything that 
we could find. 

T will ask, in the light of your TTonov’s statement, 
Jater during this trial,—a thing I didn’t go into 
because I thought it was immaterial, irrespective of 
what the witness said,—to call witnesses to show 
precisely the nature of the stuff he left at Issaquah. 

I will ask leave to do that before we close the 
trial now. 

The Court: The Court—I will advise the Jury 
the Court, by comment on the evidence here, doesn't 
mean to indicate that there has been any effort 
made on the part of Mr. Giffin to not make avail- 
able any and all documents that have been made 
available to him, or to the defendant Forster. 

The Court, in making this ruling, believes it may 
serve that a reasonable opportunity be given to the 
witness to meet some of the matters brought out 
on cross-examination. The effectiveness and the 
weight of the answers is a matter for the Jury. 

You may proceed. 

Mr. LeSourd: Thank you, your Honor. 

Q. (By Mr. LeSourd): I believe I asked what 
would cause differences in the item of inventory 
between the statements for your books and the state- 
ments for credit purposes? [4700] 

A. Many things could affect an inventory. The 
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particular one, if a person who was a creditor of 
the company would turn back merchandise which 
would go into the inventory and he credited to his 
accounts receivable, and it happened very close to 
the closing time, it would make the inventory pic- 
ture a httle different, and the accounts receivable, 
and there is a possibility that there could be be- 
tween the time of closing of the books and a 30-day 
period, an increase in the value of that inventory, 
which a man for credit purposes might take ad- 
vantage of on the same market value basis. 

Q. One more item along that line: Did you have 
reserve for bad debts set up in these years? 

A. It is my recollection that we did in two or 
three different years. 

@. And would it be—might there be any differ- 
ences in reserve for bad debts in the treatment of 
those on the books for tax purposes and for credit 
purposes ? 

A. If a party is on the reserve basis, and es- 
tablishes that with the Internal Revenue, he must 
stay on a reserve basis, if he 1s reporting income 
that way, but if he is only setting up a reserve for 
his own information, it 1s possible that he can re- 
analyze the [4701] accounts that have been set m 
reserve, and set some of them up as eurrent ac- 
counts or even eliminate the reserve accounts and 
let the credit agency determine the collectibility of 
some of those accounts. 

Q. Would that—would such adjustments and 
bad debts likewise affect profit or loss? 
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A. They would affect profit or loss, yes. 

Q. Now, did Mr. Beadon Tall ever ask you to 
give him a false statement? 

A. Absolutely not. 

Q@. My. Griffin. put that question to you, Mr. 
Taylor, and I believe you answered you couldn't 
remember just what Mr. Beadon Hall asked you. 
Why did you make that answer? 

Mr. Griffin: Objected to as cross-examination of 
his own witness. 

My. LeSourd: On the contrary, your Honor. 

The Court: I believe the form of the question 
is objectionable. If he wishes to explain his answer, 
he may. 

Mr. LeSourd: Yes. 

Q. (By Mr. LeSourd continuing): Would you 
explain your answer to Mr. Griffin’s question? 

A. I believe in the examination I was a little 
[4702] confused as to what the question was about, 


and answered without having proper thought of 
what the question was intended to convey. 


Q. Did Mr. Beadon Hall ever talk to you about 
these credit statements ? 

A. During the critical period, as Myr. Beadon 
Hall himself testified to, Mr. Hall used to have Mr. 
Forster and I come to the bank almost every month 
and go over the statements with him. 

(Whereupon, there was a brief pause.) 

Q. During your cross-examination, Mr. Taylor, 
there was mention made of the item of real estate, 
and it was brought out that the item of real estate 
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was not on the balance sheet for several years, and 
I believe you testified that it was in equipment. 

Handing you Plaintiff’s Exhibit 262, I will first 
ask you what this book is? 

A. This book is the general ledger of the Issa- 
quah Creamery Company. 

@. And the book is opened at what sheet? 

A. It is a ledger captioned real estate, equip- 
ment and trucks, and—— 

Q. (Interposing): Go ahead. 

A. And the date is 1939, January 1st, and on 
the left-hand side of the ledger sheet, on the debit 
side, we [4703] have real estate $9,557.44; equip- 
ment $88,394.12; and the third item of trucks, $21,- 
677.83. On the credit side, under the same date on 
the right-hand side of the page, we have deprecia- 
tion reserve, $62,938.77. 

Q. Real estate and equipment is all in one ac 
count ? 

A. It is combined into one fixed asset account. 

Q. Now, generally, in connection with these 
statements back in the ’380s, you were repeatedly 
asked questions, I believe, such as which of these 
statements was false, why did you manipulate the 
figures, and like questions. Are any of these state- 
ments false that you made, Mr. Taylor? 

A. No, they are not. 

The Court: When you refer to statements, are 
you referring to statements on the stand? 

Mr. LeSourd: No, I am referring to the finan- 
cial statements back in the ’30s that were identified 
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on cross-examimation and J will repeat my ques- 
tion in the light of that matter. 

Q. (By Mr. LeSourd): Were any of them false? 

A. No, they were not. [4704] 

Q. Now, prior to 1940, Mr. Taylor, how many 
ledgers did you have for the business of Issaquah 
Creamery Company ? 

A. 'The Issaquah Creamery was made up of one 
ledger until 1940. 

Q. And prior to 1940, what did that inelude 
with relation to the business of Alpine Dairy ? 

A. The Issaquah Creamery earried all of the 
| assets and liabilities and the operating accounts of 
| the Issaquah Creamery and the Alpine Dairy were 
| kept separately. I mean by that, sales and purchases 
_and expenses were kept separate between Issaquah - 

and Alpine, but all appeared in the same statement. 
| @. All in one ledger? 

A. One ledger, yes. 

Q. Now, Mr. Griffin asked you if Mr. Forster re- 
‘lied on you in accounting matters? Were there 
others involved in the accounting from 1945 to 1949 
‘in these witnesses on whom he relied? 

A. Yes. 

Q. Who? 
| A. Mr. Erickson, Mrs. Wileox, Mr. Keck. 

(Whereupon, there was a brief pause.) 
| The Court: Do you want to take a recess now, 
My. LeSourd? [4705] 

Mr. LeSourd: That would expedite matters, your 

| Honor, while we get some exhibits. 
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The Court: Ladies and Gentlemen of the Jury: 
We will now take the mid-afternoon recess. The 
Court calls your attention to the admonition given, 
on similar occasions, and asks that you heed it on 
this occasion. You may now be excused. 

The Court: You may proceed, Mr. LeSourd. 

Mr. LeSourd: Thank you, your Honor. 

Q. (By Mr. LeSourd): Mr. Taylor, going back 
to the subject of the various balance sheets and 
profit and loss statements back in the 1930’s which 
were introduced, you have, earlier on my redirect 
examination, outlined a number of changes that 
would take place between a report for tax purposes 
or book purposes and eredit purposes. 

Were the changes which you made in balance 
sheets and profit and loss statements during that 
period for eredit purposes of the type and nature 
that you outlined? A. Yes. 

Q. Mr. Taylor, you recall, do you, that on cross- 
examination you were questioned with regard to 
the closing out of an Arctic Gardens bank account 
in the National Bank of Commerce? 

A. Yes, I remember. [4716] 

Q. And this was in November, 1948, as you 
recall it? A. Yes. 

Q. And you recall that you were asked ques 


tions with regard to the balance of $64.57 that was 
in that account? A. Yes, I remember. 


Q. And, handing you Exhibit A-117, is this the 
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check for that amount which you were presented 
on cross-examination ? 

The Court: Is this A-117? 

Mr. LeSourd: <A-117, your Ilonor. 

The Witness: Yes, this is a cheek issued to IL. 
Hicks Taylor for $64.57. 

Q. (By Mr. LeSourd): And do you recall your 
testimony that that amount that you received in 
closing out that account was applied on your fees? 

A. I remember so testifying. 

Q. Now, the Arctic Gardens had another bank 
account ? 

A. Yes, its physical bank account was at the 
Peoples Bank. This was at the Queen Anne Branch, 

National Bank of Commerce. 

_ Q. And did you have a check register for the 
Peoples Bank account? [4717] 

A. Yes, I did. 

@. And from what account were your fees nor- 
mally paid ? 

A. From the Peoples Bank account. 

Q. Handing you Plaintiff’s Exhibit 274, I will 
ask you if this is the Arctic Gardens check register 
for the Peoples Bank Account that you have men- 
tioned ? 

A. Yes, this is the ‘‘easy to deduct” cheek reg- 
ister. 

Q. Now, examining that check register, Mr. Tay- 
lor, for the month of November, 1948, do you find 
any reference in the check register to the amount 
that you closed out of the National Bank of Com- 
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merce account? A. Yes, I do. 

Q. And will you read the entries made in this 
check register concerning that matter? 

A. It is dated the 21st day of November, 1948, 
a check made out to L. Hicks Taylor. In the ex- 
planation column, September and October fees, Na- 
tional Bank of Commerce, $64.57, check on the 
Peoples National Bank for $35.48, making the fee 
for the two months of $100. 

@. And what was the fee that you were receiv- 
ing, please, per month from Arctic Gardens at the 
time ? A. $50 per month. [4718] 

Q. Concerning the check of $773.21, interest, 
which I think you testified, did you not, that you 
gave to both Mr. Forster and Mr. Brehm, at the 
end of 1945, I think it was, what was said, if any- 
thing, at that time—at the time that you gave them 
these checks as to the use being made of the checks? 

A. My recollection is that they were to be ap- 
plied on the interest payments at the various banks 
that had borrowings. Mr. Brehm had borrowings 
through the National Bank of Commerce, Queen 
Anne Branch, and Mr. Forster at the Peoples Bank. 

Q. Where were these checks delivered to these 
gentlemen ? 

A. It is my recollection it was in my office, 
although I am not positive. 

Q@. And what was the date? 

A. The last day of the year, I believe. 

Q. Now, what was your understanding as to 


en eeee———eEeEeEeeEeeeee Ee 


in the next year, and I believe you answered “‘no”. 


—— 
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whether money borrowed by Mr. Forster and Mr. 
Brehm was for the benefit of Aretic Gardens? 

Mr. Griffin: Object to the form of that question. 

Q. (By Mr. LeSourd continuing): Well, what 
did you know about that matter, or what had you 
been told? [4719] 

A. Mr. Brehm and Mr. Forster contributed $35,- 
000 in loans to the $35,000 each in loans to the 
Arctic Gardens. 

Q. Had you been informed of anything about 
the souree of that money? 

A. J understood in each case it was borrowed 
at the various banks. 

Q. Now, if the $773.21 paid to each of them by 
these checks had been used to pay the interest on 
the loans at the bank made for the purpose of 
Aretie Gardens, would there have been any taxable 
income to Mr. Forster? 

A. There would not. 

Q. Now, referring to Simonson and Forster, Mr. 
Taylor, Mr. Griffin, I believe, asked you whether 
the $100 monthly payments to Mr. Forster would 
not be income to Mr. Forster even though repaid 

Will you tell us where a person receives money 
from a corporation and is obligated to repay it, Is 
it income to him? A. It is not. 

Q. Now, under the information which was given 
to you at the end of 1948, which you reflected in 


‘your adjustment, was Mr. Forster obligated to 
. repay the money he had received? [4720] 
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A. No, not in my opinion, he wasn’t. 

@. Was he obligated to repay that money? 

A. That was the understanding between Mr. 
Forster and Mr. Simonson. 

Mr. Griffin: May the previous answer to that 
same question be read, if the Court please? 

The Court: The original question and answer? 

Mr. Griff: Yes, your Honor, 

The Court: Mr. Reporter, read the question and 
answer. 

(Whereupon, the following was read hy the 
reporter : 

“@. Now, under the information which was 
given to you at the end of 1948, which you 
reflected in your adjustment, was Mr. Forster 
obligated to repay the money he had received? 

A. No, not in my opinion, he wasn’t.’’) 

The Witness: I misunderstood the question. I 
thought you said it was to be reported taxable. 

Mr. LeSourd: Now, to clear this up: 

Q. (By Mr. LeSourd): Under the information 
you received, what was the situation as to whether 
Mr. Forster was to repay this money? [4721] 

A. I understood it was to be repaid. 

Q. Now, with regard to the year 1949, of Simon- 
son and Forster, before the trial, did you see your 
work sheet for 1949? 

A. It is my recollection that we saw the 1939 
worksheet, yes. 

Q. 1939 or 1949? 

A. 1949 worksheet, yes. 
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Q. When was that? 

A. Well, it seems to me it was before the {rin| 
started. 

@. And do you recall where it was? 

A. I believe in the building here. 

Q. And who was with you at the time? 

A. You and Mr. Cox were with me, as I remem- 


@. Have you been able to find that worksheet, 
since ? A. No, I have not seen it since. 

Q@. Was there someone from the Government 
there in the room at the time? 

A. It is my recollection there was, yes. 

Q. Now, did that 1949 worksheet have any ad- 
justment for these payments to Simonson and For- 
ster? 

A. Yes; it restored the $1200 to profit. Mv rec- 
ollection is that it was cither placed to the debit 
[4722] of equipment, or notes receivable. I cannot 


remember definitely. 


@. Now, in the cross-examination, I believe, of 
Mr. Obenour, with regard to the matter, I believe 
you found in the books that the adjustment on the 
Simonson and Forster books was made in the wage 
eolumn; would it make any difference whether it 
Was in the wage column, or the expense column? 

A. It wouldn’t make any difference in the over- 
all picture. 

Q. When you say “over-all picture’”—— 

A. (Interposing): That is, the expenses would 
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have been reduced by $1200 regardless of what col- 
umn it happened to be placed in. 

Q. Now, there has been this testimony about the 
March and April, 1949, Issaquah Creamery Com- 
pany statements where you showed a minus inven- 
tory in order, as you testified, I believe, to indicate 
the possibility of error in the information given to 
you. Now, do you recall whether or not you dis- 
cussed this matter with Mr. Erickson at that time? 

A. Well, it is my recollection that some discus- 
sion was had about it. 

Q. Did this adjustment continue after April, 
1949? A. Not to my recollection, no. [4723] 

Q. Did this adjustment have any effect upon in- 
come tax? 

A. Absolutely none. It was only descriptive for 
the inter-monthly statements. ’ 
Q. Mr. Griffin asked you some questions about 
the reconciliation of accounts payable in connection 
with the charging of Mr. Forster’s personal ex- 

penses to business expense. 

Would a reconciliation of accounts payable have 
shown anything concerning these improper charges? 

A. No, I don’t believe that they could have pos- 
sibly shown anything about them. 

Q. Would a reconciliation of accounts receivable 
have shown anything with regard to these improper 
charges? A. No. 

Q. Coming now to this 1949 year-end adjust- 
ment, Mr. Taylor 

Juror Number Seven: Your Honor, I wonder 
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if we could have those boxes set down? Tt is kind 
of hard to look over and see Counsel. 
(Whereupon, boxes were removed from a 
table by the Bailiff.) 
The Court: Is that clear now? 
Juror Number Seven: Yes. [4724] 
| 9. (By Mr. LeSourd continuing): There was a 
' change in accounts payable, von testified, that was 
: given to you by Mr. Erickson of $51,578.76. Was 
that entered in accounts payable in your ledger? 
A. Yes. 
Q. Can you find the place, handing you Exhibit 
271, where that was entered? 
A. It is included in a total of $98,616.29. 
| Q. Now, is that included in that one figure, or 
is it broken down among several figures? 
A. Only in one figure. 
| Q. Was there an offsetting entry to that made 
in your ledger? 
A. Yes, to the expense control account. 
Q. And to what part of the expense contro] ac- 
count? 
A. It appears to have been entered under nilk 
purchases. 
@. In the purchases? 
A. Yes, in the purehases. 
Q. And, on your work sheet, Plaintiff’s Exhibit 
259, was that—how was that entered? 
A. It was included in the accounts payable. 
/ Q. And what was the offsetting adjustment on 
the work sheet? A. Purchases. 


2368 Hans Forster vs. 


(Testimony of L. Hicks Taylor.) 

Q. Now, on the column in that work sheet 209 
that contains this figure $51,578-and some cents, 
which you stated you wrote down and Mr. Erickson 
gave it to you, there are some other figures, I be- 
lieve, that you testified to. Which of the figures in 
that column were given to you by Mr. Hrickson? 

A. Well, there was $10,000 to miik drafts. 

Q. Now, stopping there for a moment, in what 
form was that given you by Mr. Erickson? 

A. My. Erickson said there would be five thou- 
sand increase in November and five thousand in- 
erease in December, making $10,000 to milk drafts. 

Q. All right, and which of the other figures were 
given to you? 

A. And then the $51,578.76 in accounts payable. 

Q. And how was that given to you? 

A. In one amount. 

Q. One amount; and what other figure, or fig- 
ures? 

A. Mr. Erickson said “Increase the inventory”. 
The way he said it, I misunderstood him. He said 
[4726] “Increase inventory twenty-two”, and I 
wrote in that column $32,978.70, or 90, and then 
the office called to my attention that that was ten 
thousand too high. 

Q@. Now, after vou wrote that thirty-two thou- 
sand inventory figure in, did you do anything with 
your work sheet before Mr. Erickson caught your 
error? 

A. Yes, I had worked it out with the thirty-two 
as the inventory. 
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Q. And it was at that time that he told you that 
there was—that you had misunderstood him on in- 
ventory? 

m ves, he called my attention to it, 

Q. Now, the other figures in that adjustment 
column, I believe you testified to, were simply 
totals? 

| A. It appears from those that there were prob- 
ably a cumulation of a number of figures probably 
for income tax, or for some other type of state- 
ment. 
| Q. Also, Mr. Taylor, on cross-examination you 
| were asked concerning your testimony that you had 
/ examined the sales of 1948 in connection with 1949. 
| Did you exainine these 1948 sales in connection with 
} your—in connection with the original figures that 
‘you were given on January 28, 1949, when you 
went out to— [4727] January 28, 1950—when you 
went out to Issaquah, or in connection with the re- 
vised figures given you by Mr. Erickson? 
|; A. It is my recollection that I—after I received 
these figures, then I had both taxes, the 1948 tax 
return, before me, and made the comparison. 

Q@. When you say “received the figures”, which— 

mex. (Interposing) I mean, after I returned to 
my office, [—after I had made this adjustment, I 
‘took out the 1948 Issaquah Creamery tax return, in 
' preparing the 1949, and made the comparison. 

Q. By “this adjustment”, vou mean the figures 
Mr. Erickson gave you? A. Yes. 

Q. Mr. Taylor, what were the circumstances giv- 
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ing rise to the failure to report all of your own in- 
come in the years 1940 through 1948? 

A. Well, I was working very long hours, prac- 
tically all my working hours, in my business, and 
I had a record there to post all of my income, but 
I did not report them in their entirety, because of 
the complication, I had various types of income, 
cheeks of other peoples, and I did not get them 
segregated sufficiently to make a proper tax return. 
@. Now, there was testimony—cross-examination 
about your conferences in Mr. Kachlein’s office 
[4728] on September 13, 1950, and October 27, 
1950. 

Now, in either of these conferences, Mr. Taylor, 
did Mr. Kachlein tell you that he had on April 26, 
1950, stated to a Revenue Agent that if there were 
errors in Mr. Forster’s returns, they were due to 
your sloppy accounting ? 

Mr. Griffin: Objected to as not redirect ex- 
amination. 

Mr. LeSourd: Counsel brought the matter up. 
Tie brought out at length, your Honor, those meet- 
ings in an attempt to indicate that Mr. Taylor knew 
everything that was gone over, and _ willingly 
dropped this matter. 


The Court: Well, objection overruled. 
A. He did not mention it. 


Q. (By Mr. LeSourd): And did he, in those 
meetings, say anything to you about statements 
made on August 29, 1950, by him to a Revenue 
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Agent that you were responsible for any irregular- 
ities of Mr. Forster? 

Mr. Griffin: I object. A. No. 

The Comt: Just a moment. 

Mr. Griffin: I object. Not redirect examination. 
The question was asked on cross-examination. 

Mr. LeSourd: It goes to the 

Mr. Griffin: (Interposing) No such question was 
asked on his own examination on redirect. 

Mr. LeSourd: Certainly no question was asked 
on direct. 

The Court: Objection overruled. 

Pe) Wowmhe did not. * * * * * [4730] 


Eo EO eee 


L. HICKS TAYLOR 
| upon being recalled as a witness for and on behalf 
‘of the Defendant Taylor, and having been previ- 
: ously duly sworn, testified as follows: 
| Redirect Examination 
®: (By Mr. LeSourd): Mr. Taylor, earlier in 
your examination you testified that you had first 
learned that the Government was considering the 
‘possibility of action against you in this ease by a 
letter from the Agents which you said you thought 
you got the latter part of 1950, or the first part of 
| 1951. 
The Clerk: Defendants’ Exhibit A-127 marked 
‘for identification. 
. (Defendants’ Exhibit A-127 marked for iden- 
. tification.) 
| Q. (By Mr. LeSourd continuing): Handing vou 
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Defendants’ Exhibit A-127 for identification, I will 
ask you what that is? 

A. This is a letter, a registered letter, from the 
Treasury Department, signed by Mr. Ira Eppler as 
Special Agent, and dated October 12, 1950. 

Q. Now, when did you receive that letter, do you 
know? [4746] 

A. By glancing at the letter, it refreshes my 
recollection that a notice of a registered letter was 
at my home when we returned from our vacation 
on October 25th, and I just don’t recollect whether 
I picked it up the next day, or a couple of days 
later. I am not quite positive of the date of pick- 
ing it up at the post office. 

(Whereupon, there was a brief pause.) 

Myr. LeSourd: I will offer Defendants’ Exhibit 
A-127. 

Mr. Griffin: Objected to as incompetent, ir- 
relevant, and immaterial, and hearsay. It was only 
used to refresh recollection, and did refresh recol- 
lection. 

Mr. LeSourd: On the contrary, your Honor, in 
cross-examination of this witness, Mr. Griffin went 
at length into all of the circumstances surrounding 
this meeting at the end of October, between Mr. 
Taylor and Mr. Kachlein, and when Mr. Taylor was 
informed of the possibility that the Government 
might consider charges against him. 

I think we are entitled to introduce this letter 
to show those facts. 

(Whereupon, there was a brief pause.) 
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Mr. LeSourd: It is not hearsay, of course, your 
Honor. [4747] 

The Court: JI will finish reading this. 

Mr. LeSourd: Very well; I am sorry. 


(Whereupon, there was a brief pause.) 


The Court: I am inclined to sustain the objee- 
tion, Mr. LeSourd. 

Mr. LeSourd: Well, if your Honor please, it 
shows the information that was brought to the at- 
tention of this witness at the time. 

The Court: I understand. 

Mr. LeSourd: And we feel it is entirely proper 
as showing that in view of the cross-examination 
on this subject. It is a matter opened up by counsel 
for Mr. Forster. 

The Court: Well, the other evidence might be 
adinissible, but as a letter, I think it is subject to 
objection as hearsay. I don’t know any—on any 
eround it might be admissible, Mr. LeSourd, 

Mr. LeSourd: (Interposing) Well,— 

The Court: (Continuing) 
Say, or an exception. 

Mr. LeSourd: It is admissible, your Honor, on 
the ground that here is the information brought 
to the attention of Mr. Taylor at that time, and 
as showing what he was advised at the time. That 
eertainly is not hearsay. [4748 | 

The Court: Well, of course, we are not pre- 
sented now with the question as to the information 
received, but the admission of the letter itself is, 1 


as not being hear- 
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think, subject to objection. I would sustain the ob- 
jection at this time. 
If you wish to urge it further, I will hear further 
from you at recess. 
Mr. LeSourd: That is all my examination. 
The Court: Mr. Keesling? 
Mr. Keesling: No further questions. 
The Court: Does the Government have any- 
thing? 
Mr. Obenour: No further questions. 
Mr. Griffin: I have one on one exhibit. 
May I see Exhibit 122, please? 
The Clerk: 122? 
Mr. Griffin: 122. 
(Whereupon, document was handed to Mr. 
Griffin by the Clerk.) 
Mr. Griffin: It is my error; I am sorry. A-122. 
(Whereupon, there was a brief pause.) 
Mr. Griffin: That is the bonus payments. 
(Whereupon, exhibit was handed to Mr. Grif- 
fin by the Clerk.) 
Mr. Griffin: And would you mark these for iden- 
tification as one exhibit? [4749] 
The Clerk: Defendants’ Exhibit A-128 marked 
for identification; as one exhibit? 
Myr. Griffin: If you please. 
The Clerk: Defendants’ Exhibit A-128 marked 
for identification. 
(Defendants’ Exhibit A-128 marked for iden- 
tification.) 
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Reeross Examination 

Q. (By Mr. Griffin): Mr. Taylor, A-122, intro- 
-dueed in evidence as Ffinstad and Utgard bonus 
payments, do you recognize that document as such; 
do you? 

Mr. LeSourd: Objected to, your Ifonor. He testi- 
fied originally he didn’t recognize the document. It 
was introduced just to show the figure which Mr. 
Griffin was supposedly leading. 

The Court: Is the question directed to whether 
he recognizes the exhibit as an exhibit, or 


My. Griffin: (iInterposing) No, as the bonus 
| payments. A. I do not. 
| Q. (By Mr. Griffin): Handing you Exhibit 
| A-128, can you identify those? 
mee. | am sorry; I cannot. [4750] 


Q. However, Mr. LeSourd examined you, as vou 
will reeall, with reference to A-122 and placed it 
' in evidence; do you recall that? 

A. Yes, I remember it. 


Q. Your testimony in regard to the bonus pay- 
ments was that you used in your computations 
$10,000, placing it somewhere and charging it off 

in the Finstad and Utgard statement—tax return— 
_to bonus payments, wasn’t it? 
| A. It was set up as Accounts Payable. 

Q. Yes; the exhibit A-122, Mr. Taylor 
| Mr. Griffin: Strike that. 
| Q. (By Mr. Griffin continuing): You also testi- 

] fied that bonus payments were made to a large 


| 
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number of people by Finstad and Utgard, is that 
correct ? A. As I recollect, yes. 

Q. And you referred to both Skagit and Sno- 
homish Counties, I believe, is that right? 

Mr. LeSourd: I object to that as an improper 
quotation. There was no testimony to that effect. 

The Court: If that isn’t correct, the witness may 
so indicate. Objection overruled. 

A. It is my recollection that I said at Stanwood 
and Mt. Vernon, did I not? [4751] 

Q. (By Mr. Griffin): You also said Snohomish 
County, did you not? 

A. I don’t just recollect. 1 may have. 

Q. I will ask you if it is not a fact that A-122 
shows the individual name and the amount paid 
to each person, or customer, whichever it may be,— 
anyway, to each individual,—entitled to a bonus 
payment ? 

A. That would appear to be the case, yes. 

Q. And the total amount was $2,139? 

A. On that sheet, yes. 

Q. Were there any other bonus payments other 
than shown on this sheet, Exhibit A-122, for the 
year 1947? A. I do not know. 

Q. Did you check the check register to ascer- 
tain what bonus payments were made? 

A. I did not. 

Q. You simply used $10,000 irrespective of what 
the bonus payments were? 

A. 1944 was the basis of establishing that their 
bonus payments were over ten thousand dollars. 
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Q. In 1944, Mr. Taylor? 

=e i Welicve that is correct. 

Q. You were familar, then, with the bonus 
[4752] payments and amounts, were you? 

A. Only by what I was shown by Mr. Egeness. 

@. What were they in 1945? 

A. I don’t know. 

Q. Would you say they were in excess of $2,- 
078.65 ? 

A. I would assume they were, yes. 

@. And do you know what they were in 1946? 

A. I do not. 

Q. Would you say they were in excess of $2,- 
088.08 ? 

A. I would assume they were a great deal more 
than that. 

Q. And do you know what they were in 1949? 

me. do not. 

Q. Would you say they were in excess of §2,- 
633.15 ? 
| A. J would assume they were a great deal more 
myan that. 

Mr e@rifin: That is all. 

Mr. LeSourd: One additional question on that 
‘last, your Honor. 


| 


Re-Redirect Examination 
oe (ey Mr. LeSourd): My. Taylor, imeanswer 
to Mr. Griffin’s question whether this was a 
whether the exhibits [4753] showed a list of each 
person entitled to a bonus payment, you said, “ves”; 
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were you referring to each person on the list, or did 
you mean by that, that that included the list of 
everyone that received a bonus payment? 

A. No, I did not mean that. On the list that wag 
before me, on the exhibit before me, it showed 
eight names, as I remember it. 

Q. Did you participate in making those bonus 
payments ? 

A. I had no connection with it, no. 

@. Were you familiar with exactly the number 
of people that did receive bonus payments? 

A. No, I was not. 

Mr. LeSourd: That is all. 

The Court: That is all, Mr. Taylor. 

The Witness: Thank you. 

(Witness withdrew. ) 
Mr. LeSourd: We will call Mr. Jack Taylor. 


J. L. TAYLOR 


upon being called as a witness for and on behalf of 
the Defendant Taylor, and upon being first duly 
sworn, testified as follows: 


Direct Examination 


The Clerk: Will you state your full name, please? 

The Witness: J. L. Taylor, 102 North Broadway. 

Q. (By Mr. LeSourd): Woula you state your 
name, please? A. J. L. Taylor. 

@. Where do you live? 

A. 102 North Broadway. . 
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@. Are you related to Mr. Hicks Taylor, the 
defendant in this case? 

A. I am a brother. 

) Shite, summer of 1950, Mr. Taylor, while 
Mr. Hicks Taylor was at McNeil Island, did you 
have any conversation with Mr. Hans Forster with 
| regard to the matter of Mi. Hicks Taylor’s aecount- 
ing license? 

A. Yes, I told him I contemplated getting a 
petition out to get his license back as soon as he re- 
turned from the Island; that I had been called upon 
by a couple of men in that respect. 

@. Where were—where was this conversation, 
[4755] Mr. Taylor? 

A. At the Alpine Dairy on Rainier Avenue. 

Q. How did you happen to have this conversa- 
tion? 

A. I went out to get a load of ice cream. I used 
to get ice cream and put it in my locker from there, 
-and Mr. Forster, while I was paying the bill, came 
out and took me into his private office, and we had 
our conversation in there. 


Q. What was the—can you relate that conversa- 
tion as closely as possible? 
A. Well, I told him I was contemplating get- 
ting out a petition to get his license returned, and 
all his rights, and so forth, so that he could practice 
| as soon as he came back, and Mr. Forster told me 
| that his hands were ticd, and about that time, the 
| telephone van and he is on the phone, oh, for about 
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ten minutes, and I got up and got my ice cream 
and went out. 

Q. Can you fix the date of that conference? 

A. Well, it was, I would say, between the Loth 
of August and the 21st. It probably was on a ‘hurs- 
day or a Friday. 

@. What year is that? A. 1950. 

Q. It was on a Thursday or a Friday? 

A. I would think so. Jt was on a week-end, 
[4756] generally, that I picked up the ice cream 
ama ut It in My TecKer, 

Q. Handing you Defendants’ Exhibits A-77 and 
A-78 for identification, do these in any way assist 
you to fix the date of that meeting? 

A. Yes; that is about as near as I would like 
to come to it, a Thursday or a Friday, though. 

@. And what would be that date in 1950, in Au- 
gust, 1950, approximately ? 

A. Well, the 21st was Monday; so, Thursday— 
1 have an idea it was Thursday—Thursday would— 
let’s see, maybe you can figure better than I can. 

Q. Well, if the 21st is Monday, I would say that 
Thursday is about the 17th of August. 

Bo ila 

@. Now, what next happened after that con- 
versation with regard to this matter? 

A. We received a letter from my brother telling 
us to not go ahead with whatever we had planned; 
that Mr.—as I remember, Myr. Kachlein had econ- 
tacted him and didn’t want us to go through with it. 
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Q@. When did you reecive that letter, do you 
recall ? 

A. That was on the 21st. Let’s sce, well, that 
was dated the 21st. We probably received that the 
22d. [4757] 

My. LeSourd: That is all. 

Mr. Obenour: No questions. 

Mr. Griffin: No questions. 

Mr. Keesling: No questions. 

Me Lesourd: That is all, Mr. Taylor. 

(Witness excused.) 
om Mi. LeSourd: I will call Mrs. Taylor.) 
* ¥ % * % [4758] 


| HANS FORSTER 

| upon being recalled as a witness for and on behalf 
of the Defendant Forster, and having been previ- 
ously duly sworn, testified as follows: 


Direct Examination 

Q. (By My. Griffin): Mr. Forster, this is what 
/in a trial we call Rebuttal, and the questions that 
Task you, I want, if possible, under our procedure, 

answers of “yes” or “no”. 
mr. Forster, at the time of the split-off of the 
! Alpine Dairy from Issaquah Creamery, did you 
suggest to Mr. Taylor in substance or effect that 
Myr. Erickson could handle the journals at Issa- 
quah ? A. No, I didn’t, sir. 

Q. Did you state, in substance or effect, that 
: that would save money on Taylor? 
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A. No, I didn’t. 


Q. With reference to the Renton Ice and Ice 
Cream Company, did Mr. Taylor at the first cor- 
porate meeting of the Renton Ice and Ice Cream 
Company, or at any other time, tell you—direct you 
—or suggest that you should deposit the checks that 
you would receive from out the salary of the other 
incorporators of the Renton Ice and Ice Cream 
Company [4842] m the Alpine Dairy account? 


A. No, he didn’t. 


Q. Did Mr. Taylor say in substance or effect 
that he wanted that done so that the checks and 
the proceeds received by you would not show on 
the tax returns? A. No, he didn’t. 


Q. With reference to Simonson and Forster, 
did Mr. Taylor ever ask you if the $100 a month 
you received, being $1200 a year, did he ever ask 
you in substance or eiiect, if that was salary ? 


A. No, he didn’t. 


Q. Did Mr. Taylor ever suggest to you, in sub- 
stance or effect, that you should pay back to either 
Simonson, or Simonson and Forster, this $100 a 
month, or $1200 a year? 

A INO, he didi 


Q. Did you say to Mr. Taylor in substance or 
effect, that you could not see why you should pay 
tax upon those items, when the $100 a month, or 
$1200 a year, was being withdrawn from capital? 


A. No, I didn’t. 


Umted States of America 


bo 


(Testimony of Hans Forster.) 

Q. Did Mr. Taylor ever inquire about that $1200 
at all, to you? 

| <A. He didn’t, sir. [4843] 

Q. Did you ever hear, until Mr. Taylor took the 
witness stand, that he had charged those items, or 
something in regard to them, off to equipment? 

} <A. No, I didn’t know about it before. 

» Q. Did Mr. Taylor ever diseuss with you the tax 
: items at Simonson and Forster, at all? 

A. No, he never did. 

Q. The Alpine Ice Cream Company—— 

A. (Interposing) No. 

Q. (Continuing) JI am referring to now. At 
; the time of the formation of the Alpine Ice Cream 
Company, or at any time, did you say to Mr. Taylor 
that Mr. Erickson would keep the books? 

A. No, I never did. 

|, Q. Did Mr. Taylor ask you at the time of the 
formation of the company, o1 about that time, 
whether you wanted him to continue on? 

A. No, he never asked me that question. 

Q. And did you say, in substance or effect, “No, 

‘Erickson would handle the books at Issaquah”? 

A. No, sir. 

Q. Did you consider Daisy Ice Cream Company, 
which became Alpine Ice Cream Company, a part of 
the Alpine Dairy operations? 

A. Yes, I did. [4844] 

@. Now, in regard to the year-end matter of 
1949, in—on or about the last Saturday in January, 

1950, or at any time thereafter, did Mr. Taylor 


. 


Se 


——— 
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phone you and ask if he should proceed with the 
books? A. No, he didn’t. 

Q. Did Myr. Taylor at about that time, or at any 
time, phone you as to whether changes were to be 
made, and did you tell him to call Krickson, that 
there would be some changes? 

4. No, I didn’t. 

Q. Did you ever have a telephone conversation 
with Mr. Taylor in regard to that matter at all? 

A. No, I never did. 

Q. Did you have any conversation with Mr. 
Taylor in regard to that year-end matter after your 
conversation with him on or about January 28, 1950, 
and I am referring to the last Saturday in Janu- 
ary, whatever it was? As. ING, SIT, 

Q. Mr. Taylor testified that when the income 
tax return for—was ready for the year 1949, which 
would be some time in March, 1950, that he called 
you to bring in the check, advising you the amount 
of the check, and to sign the tax return, and at that 
time, did Mr. Taylor show you any of his work 
sheets, whether [4845] in evidence or not, and ex- 
plain the—what he says was a 51 thousand dollar 
change in accounts payable? A. @ No, "Sie 

Q. Did Mr. Taylor at that time sav to you im 
substance or effect, or at any time, that you and 
Mr. Erickson will have to substantiate the charge 
and take care of it? 

A. No, he never did. 

Q. Did he discuss the matter with you at all? 

A. No, he didn’t. 
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Q. Aside from your observing these monthly 
visits at Issaquah, Mi. Taylor working upon what 
has been referred to here as work sheets, did he 
| ever show you the work sheets and explain them 

to you? A. Nojy-sir. 
| Q. Did Mr. Taylor ever explain to you or dis- 
| cuss with you these changes in inventory that have 
| been testified to? A. «Mo, sia: 

Q. Did he ever discuss with you at any time, any 
changes in inventory ? Ae No, asia. 

Q. Did he ever discuss with you at that time, 
any adjustments of accounts payable? 

A. No, sir. [4846] 

Q. Did he ever discuss with you at any time the 


| Matter of depreciation, the way he handled it? 
A. No. 


Q@. Did he ever discuss with you the matter of a 
{negative inventory ? A. No, sir. 

Q. Did you know that he had, or was supposed to 
have, a negative inventory ? A. Nowe 

Q. Did My. Taylor ever discuss with you the 
matter of negative cash? Ae, “Noms: 

Q. Did Mr. Taylor ever advise you at any time 
how he was keeping the books and records? 

A. No, sir. 

Q. In regard to the financial statements sub- 
imitted to banks, did Mr. Taylor usually go over 
‘those statements with you before they were sub- 
|mutted to the banks? 


Mr. Moriarty: Objected to as not proper re- 
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buttal, it has been all gone over time and time 
again in the case in chief. 

The Court: This is rebuttal to Mr. Taylor’s testi- 
mony following Mr. Forster’s case, and because of 
the length of time that has expired, I am not going 
to [4847] sustain the objection. 

Mr. Moriarty: It was part of Mr. Forster’s case 
in chief, that he never saw the books, or looked at 
them, and that Mr. Taylor didn’t present these mat- 
ters to lim, and presented the bank statements with- 
out Mr. Forster ever seeing them. 

The Court: This answer—the question and an- 
swer will be only related insofar as it refers to the 
testimony of Mr. Taylor and Mr. Erickson. 

Mr. Griffin: Correct, and this is directed only 
to the testimony of Mr. Taylor. 

@. (By Mr. Griffin continuing): Repeating the 
question: 

Did Mr. Taylor go over the financial statements 
with you before he submitted them to the banks? 

A. No, sir. 

@. Did you ever know until this investigation 
started, or the time of this trial, that Mr. Taylor 
would give you correct financial statements and the 
bank a different financial statement for the same 
period? A. No, sir. 

Mr. LeSourd: Objected to, your Honor. 

Mr. Griffin: Just a moment. 


Mr. LeSourd: Objected to as argumentative and 
an improper statement of the facts. [4848] 
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The Court: I don’t recollect that there was any 
testimony directly to 

Mr. LeSourd: (Interposing) That is right. He 
is going back to his own cross-examination of Tay- 
lor, not Taylor’s testimony on direct. 

The Court: The only part I recollect, Mr. Griffin, 
relates possibly to the transactions of the Stanwood 
Bank. 

Mr. Griffin: Yes, December 31, 1935. 

The Court: Wasn’t that on cross-examination ? 

Mr. Griffin: Yes, but Mr. Taylor came back and 
explained in detail upon redirect as to what the 
banks wanted, and why he did it. He even almost 
delivered a lecture on it. 


The Court: Well, I will again confine this ques- 
tion to the—or, answer, rather, and the question to 
the transactions relating to financial statements su)- 
mitted then to the banks in the carly ’30s. I believe 
it was the Stanwood Bank. 

Mr. Griffin: His testimony also applied to the 
statement submitted to the Peoples Bank. 

My. LeSourd: There is other evidence of duph- 
eate financial statements. The only ones in the ‘30s 
were fully explained already, if the Court please. 

Mr. Griffin: Mr. Taylor explained in detail [4849] 
what the purposes of the financial statements to the 
banks were, and I asked impeaching questions for 
the witness we will have, Mr. Ellis. 

Mr. LeSourd: My original objection is the vice 
im the assumption that this is something applying 
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to all these financial statements, which certainly is 
not correct. 

The Court: The question, as put, to the best of 
my recollection, would cover the incident of a trans- 
action in the earlier years, rather than the later. 

Mr. Griffin: All right, I am willing to limit @ 
to that. 

Q. (By Mr. Griffin): The question was, Mr 
Forster: 

As of—— 

Mr. LeSourd: (Interposing) Just a moment. I 
would like to make another objection, if your Honor 
please. This is further improper rebuttal in that 
the evidence concerning those earlier years was not 
relevant to the issues of the case. It was admitted 
by the Court, as I understand it, on the theory that 
it in some way affected the credibility, or might af- 
fect the credibility, of Mr. Taylor, which, of course, 
we feel it did not in any way, and as I understand, 
[4850] the law 

The Court: (Interposing) Excuse me a moment, 
on that; or, of course, to affect the credibility of 
Mr. Forster. 

Mr. LeSourd: Well, if that is the basis 

The Court: (Interposing) When credibility is 
attacked, it is likewise to bring out evidence, of 
course, that may rehabilitate it. 


Mr. LeSourd: Well, our understanding of the 
law is, your Honor, that in such a case, no rebuttal 
evidence is proper, and that he is bound by the 
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answers of the witness, and we will object on that 
ground. 

The Court: Objection overruled. 

Q. (By Mr. Griffin continuing): The question is, 
Mr. Forster: 

Dealing now with the—particularly with the 
| statements of 1935 and 1937 in evidence, did you 
| know that Mr. Taylor was giving one financial 

statement to the banks and a different statement to 

you covering the same period of time? 
A. No, I didn’t. 
Mr. LeSourd: Our objection stands to this ques- 
| tion, also. 

The Court: Yes, it is understood. Your answer 
was? [4851] 

The Witness: I didn’t know. 
Ss ©. (By Mr. Griffin): Did Mr. Taylor attend 
| with you several meetings with the bankers, Peoples 
. Bank, in connection with the application for the 
_ loan and a loan eventually made, a building fund 
) of the Alpine Ice Cream Company? 
\ Myr. Moriarty: Objected to as not proper rebuttal. 
_ The Court: This relates to the 
Mr. Griffin: (Interposing) Testimony of Mr. 
Taylor that he only attended one meeting. 

The Court: Objection overruled. 

A. Yes, I attended several meetings with Mr. 
Taylor with officers of the Peoples Bank. 
) Mr. LeSourd: I will object to the statement he 

attended only one meeting. That is contrary to his 

| testimony. He attended one meeting on a two hun- 
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dred thousand dollar loan, and other meetings on 
other loans on other amounts. 

The Court: The statements of counsel again, as 
to what the evidence is, are not to be considered by 
the Jury as being evidence. 

They must rely upon their own recollection. 

Now, the statement was made and the answer in 
response and an objection made. It might be well 
to [4852] restate the question now, Mr. Griffin. 

Mr. Griffin: Thank you. 

Q. (By Mr. Griffin): Did Mr. Taylor attend 
several meetings with the various officials of the 
Peoples Bank in connection with the proposed loan 
referred to here as the building loan for the Alpine 
Ice Cream Company ? 

Mr. Moriarty: Objected to as repetitious and 
not proper rebuttal. 

The Court: All right, why? 

Mr. Moriarty: For the simple reason that this 
party has testified to everything that Mr. Taylor 
did on direct, and Mr. 'aylor has testified what he 
did on direct, and the number of times that Mr. 
Taylor was present at meetings, and this is an at- 
tempt to revise what Mr. Taylor said in opposition 
to Mr. Forster. The Jury is to weigh that, if your 
Honor please. Said twice doesn’t add to it. 

The Court: Many things have been said many 
more times than that. Members of the Jury: of 
course, the testimony is for your consideration, and 
the repetition of a—there may be some repetition. 
It may be because the Court doesn’t recollect 
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whether or not it has been received, and T am not 
trying to permit repetitious ti [4853] 
However, in this ease, Mr. T'aylor testified as to 
) Matters which were admitted as to credibility of the 
defense, and also the testimony of Mr. Forster. As 
part of that testimony, one of the issues mvolved 
was mectings, and the Court believes it is per- 
missible in this type of rebuttal to meet that, and 
to confine the issue as we are secking to. You may 
| proceed. 
Q. (By Mr. Griffin continuing): Do you have the 
question ? Am Yes; he» did. 
Q. When did you first learn that the books and 
; records in the possession of Mr. Taylor over these 
years had been by Mr. Taylor left at the Issaquah 
| Creamery ? 
| <A. After he delivered them to Issaquah. 
| Q. Do you recall whether that was before or 
matter your last visit or trip with Mr. Taylor and 
q Mr. Erickson to Finstad and Utgard? 
| <A. It was after we made the trip to Conway 
‘and before Mr. Taylor left for MeNeil Island 
Q. When did you first learn that changes in ac- 
' counts payable, milk drafts, and the inventory had 
been made in the books—-the journals—of 4lr. 


) 
, Erickson ? 

My. Moriarty: Objected to as not proper rebut- 
ye tal. If that hasn’t been testified to ten times on 
vain * I miss my guess. [4854] 

fy . Griffin: You miss it on this witness. 

tr Peete. Then it is nine times. 
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The Court: Well, again the Court has to con- 
sider this in connection with the testimony that was 
not in issue at all at the time Mr. Forster first took 
the stand. Objection overruled. 

A. The first time I learned about it is when after 
the investigation started, and Mr. Gorans, or this 
accounting firm, checked over the books at Issaquah 
and that night, Mr. Erickson came up to the house, 
and that is the first time he told me about the 
changes he made, and he said. 


Q. (By Mv. Griffin interposing): Just a moment. 
And is that the first time you knew about it? 

A. That is right, yes. 

Q. With reference to Exhibit 181, which is a 
Klopfenstein check, dated August, 1947, at the time 
that check was issued, where were you? 

A. J was in Switzerland, visiting my parents. 

Myr. Moriarty: There has been no issue on that. 

The Court: J am inclined to sustain that objec- 
tion. 

Mr. Moriarty: And I move the answer be stricken. 
It is an attempt to re-emphasize testimony. Mr. 
[4855] Erickson testified he was in Switzerland. 

The Court: J am inelined to sustain the ob- 
jection. 

Mr. Moriarty: It is just an attempt to get a story 
before the Jury. 

Mr. Griffin: I may say, if it please the Court, 
that I think this will be the shortest rebuttal that 
one could have in a three months’ case, and it 
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would be over now, except for those kind of state- 
ments. 

Mr. Moriarty: At the same time, we should fol- 
low the 

Mr. Griffin: (Interposing) The question was 
asked, due to the question of Mr. Maxwell, with 
whom, I understand, Mr. Moriarty is associated. 

Mr. Moriarty: That is correct. 

Mr. Griffin: (Continuing) Seated back im his 
chair, “As a matter of fact, didn’t Mr. Forster in- 
stinct you to enter this invoice in the books?” 

, Mz. Exickson has testified he thinks at that time 
| Mr. Forster was in Switzerland. I established by this 
mithess, if I may, that at that time he was in 
switzerland, and it would have been a long con- 
versation overseas. 

| Mr. Moriarty: If you asked that question, if he 
| gave the instructions, I think it might be stretched 
[4856] to proper rebuttal. Whether he was in Swit- 
zer'land or not, is beside the point. 

My. Griffin: I wait the Court’s ruling. 

The Court: The question has been answered, 
and the Jury has heard argument of counsel. 

You may proceed. 

Pecan. Griffin): Mr. Forster, at these 
lunches at your home in Issaquah on these Satur- 
days when Mr. Taylor was out there over the years, 
did you discuss business with Mr. Taylor? 

Mr. LeSourd: Objected to as improper rebuttal. 
| Mr. Moriarty: Same objection. 

The Court: Objection sustained. 
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Myr. Griffin: May I inquire why, if the Court 
please ? 

The Court: Is it preliminary? It might be. 

Mr. Griffin: No, it is not. It is my last question. 
Mr. Taylor testified that they never discussed busi- 
ness at lunch. 

The Court: I think I recall Mr. Forster testify- 
ing, however, as to their meetings at lunch. 

Mr. Griffin: He did, but 

The Court: (Interposing) And I think to per- 
mit, the issue having been gone into, it is not a 
[4857] subject for rebuttal at this time. 

Mr. Moriarty: It is not material, anyway, 
whether they discussed business at lunch. 

The Court: The Court has ruled. 

Mr. Griffin: I accept the Court’s ruling. 

That is all. 


Cross Examination 

Q. (By Mr. Moriarty): Mr. FOSter 

Mr. Griffin: (Interposing) The name is Mr. 
FORSter. 

@. (By Mr. Moriarty continuing) : did you 
at any time during your entire business connection 
with these various business enterprises ever look 
at an inventory? 

A. Do you mean at the amount? 

Q. At an inventory? 

A. Well, I knew what—lI seen some of the in- 
ventory in the warehouses. I never counted it. I 
never helped make up the inventory, if that is what 
you. mean, sit. 
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@. After it was made up, did you ever inspect 
it at any time? A. No. 

Q. Was that because you had the inventory in 
your [4858] head and didn’t need to look at the 
statement ? a eNo;, Iv didsa’t. 

Q. Did you at any time look at a bank statement 
that you signed ? 

Mr. Griffin: Objected to as not 

Mr. Monarty: (Interposing) During the period 
that you have 

Mr. Griffin: (Continuing) Objected to as not 
recross; gone into with the witness and his signa- 
tures on cross-examination as to each statement. 

Mr. Moriarty: This is proper cross-examination. 

The Court: Objection overruled. 

Q. (By Mr. Moriarty continuing): Answer the 
question, please. 

A. What do you mean by “bank statement’? 

Q. The bank statement that you answered the 
question by Mr. Griffin on. 

A. You mean my financial statements? 

@. Your financial statements, yes. 

A. The only time I looked at it after Mr. Tay- 
lor and myself gave it to the bank and they asked 
me questions about it. That is when I looked at it. 
1 I didn’t look at it before. I didn’t see it until Mr. 
' Taylor took me to the bank and the bank called me 
in [4859] and we go over it, and if there was some- 
i thing they didn’t understand and if they couldnt 
| figure it out for me, what the amount was, or what 
the deal was, I called Mr. Taylor in. 
| 
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@. You were never there alone with the bank 
statement without the assistance and help of Mr. 
Taylor, was that your answer? 

Mr. Griffin: I submit that was not the answer. 
I object to the form of the question. 

The Court: Objection overruled. 

Mr. Moriarty: His answer was 

The Court: (Interposing) JI overruled the ob- 
jection. 

Q. (By Mr. Moriarty continuing) You may an- 
swer the question. 

A. I think we probably discussed some of the 
financial statements in the bank without Mr. Taylor 
being there, yes. 

Q. Did you ever look at the totals of each bank 
statement that was furnished to the bank? 

A. I think I probably have looked at the net 
worth. [ don’t think I ever added any of them up. 

Mr. Moriarty: That is all. 


Cross Examination 

Q. (By Mr. LeSourd): Mr. Forster, in connec- 
tion with the 1949 Issaquah return which you pre- 
viously testified you objected to the profit figures 
shown by Mr. Taylor, is it your testimony you 
signed the income tax return for that year without 
even inquiring as to whether any changes or mis- 
takes—changes had been made or mistakes found? 

Mr. Griffin: I object to that as not recross. Prae- 
tically the specific question was asked on cross-ex- 
amination in regard to that. 
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Mr. LeSourd: Your Honor, he testified a few 
minutes ago that he signed this return for this 
year without any further conversation. I believe I 
, am entitled to ask this question. 
The Court: The question was, did he show any 
| work sheets or changes relative to the ehange in 
the accounts payable? 

Mr. LeSourd: Well, also, whether he had any 
| discussions at the time, your Honor. 

The Court: I think he said he never diseussed 
iat all. 

Mr. LeSourd: And that is what my question is 
directed to. 

The Court: Do you wish to restate the question? 
I think we may have lost it. [4861] 

Mr. LeSourd: May it be read? 

The Court: All right. Mr. Reporter, read the 
| question. 


(Whereupon, preceding question was read by 
inet e porter. ) 


A. That is right. 

Mr. LeSourd: That is all. 

Mr. Keesling: No questions. 
hes@ourt: That is all, Mr. Forster. 


(Witness excused.) 


Myr. Brody: Mr. Strack? [4862] 
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PHILLIP A. STRACK 
upon being recalled as a witness for and on behalf 
of the Defendant Forster, and having been previ- 
ously duly sworn, testified as follows: 


Direct Examination 

Q. (By Mr. Brody): Mr. Strack, as a bank 
officer, will you accept and rely on a financial state- 
ment submitted by a borrower if you knew that the 
borrower had outstanding for the same date a dif- 
ferent statement? 

Mr. LeSourd: Objected to. 

Mr Moriarty: Objected to as not proper rebut- 
tal, and hypothetical. 

The Court: Objection sustained. 

My. Brody: Your Honor, on Mr. Taylor’s re- 
direct examination, he expressed his views at length 
as to the purpose of financial statements and if re- 
buttal is not permitted as to those views, he becomes 
the final authority on that. 

We want to ask the banker 

The Court: (Interposing) What are you relat- 
ing this to? 

Mr. Brody: JI am relating it, your Honor, espe- 
cially to the statement of February 28, 1948, con- 
cerning which there was testimony that $100,000 
[4863] had been removed from accounts receivable 
into cash, and that that matter had been made clear, 
and that it was for the benefit of the bank and con- 
venience of the bank examiners. 

The Court: You are now asking for expert testi- 
mony, aren’t you? 
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Is ee. ating Mi. Taylor to a banker, and opposing 
him with hypothetical questions. 

Mr. Brody: Mr. Taylor testified with respect 
| to the statements in the ’30s that different state- 
| ments had different purposes; that credit purpose 
| statements were different from income tax state- 
ments. 

The Court: I will sustain the objection. 

Q. (By My. Brody): Mr. Strack, did Mr. Taylor 
ever disclose to you that the statements which he 
submitted in any respect differed cither from the 
books of the company involved, or any other out- 
standing statements ? 

Mr. Moriarty: Objected to as not proper re- 
_ buttal. 

The Court: Objection overruled. 
Mr. Moriarty: It ean be “yes” or “no”. 
, Mr. LeSourd: Just a moment. I will object, your 
Honor, as assuming something not in evidence. The 
[4864] testimony is that the statements were taken 
from the books. 
The Court: The Court will overrule the objec- 
tion. 
Mr. Brody: May the question be read, your 
| Honor? 
The Court: Mr. Reporter, read the question. 
(Whereupon, preceding question was read by 
the reporter.) 
Dy A. No, he did not. 
| Q. (By Mr. Brody): Now, Mr. Strack, will you 


m Nett of Phillip A. Strack.) 
| 
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state, on a financial statement, what is meant by 
“eash” 9 

Mr. Moriarty: Objected to as not proper re- 
buttal. 

Mr. Brody: Your Honor, this goes again to the 
statement of the cash on hand, and accounts receiv- 
able. I simply wish to ask this witness whether 
accounts receivable and cash may be interchanged. 

Mr. Moriarty: You can’t, on cross examination, 
bring out answers that you wish, and then present 
rebuttal witnesses. 

The Court: Objection sustained. 

Mr. Brody: I believe that this matter was gone 
into on redirect, your Honor. [4865] 

Mr. LeSourd: Well, it was opened on eross- 
examination. 

The Court: There is some restriction. We can- 
not open this up to further rebuttal. I feel it may 
open up further testimony and I don’t propose to 
do that unless it is absolutely necessary. 

Q. (By Mr. Brody): Mr. Strack, did you attend 
with Mx. Taylor more than one conference on the 
subject of a construction loan for the Alpine Ice 
Cream Company ? A. Yes, I did. 

Mr. Brody: No further questions. 

Mr. Moriarty: No cross-examination. 

Mr. LeSourd: No cross-examination. 

Mr. Keesling: No cross-examination. 

The Court: That is all, Mr. Strack. 

(Witness excused.) 
Mr. Brody: Mr. Donaldson. [4866] 
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upon being recalled as a witness for and on behalf 
of the Defendant Forster, and having been previ- 
ously duly sworn, testified as follows: 


Direct Examination 

Q. (By Mr. Brody): Mr. Donaldson, did Hicks 
Maylor ever diselose to you that there was any 
difference between any financial statement which he 
submitted to the Peoples National Bank and the 
hooks and records of the company involved, or any 
other outstanding statement? 

Mr. LeSourd: Same objection, your Honor, im- 
proper rebuttal. Assuming facts not shown. 

The Court: The objection may show. Objection 
overruled. A. No, he did not. 

Q. (By Mr. Brody): And did Hicks Taylor 
‘attend with you more than one meeting at the Peo- 
;ples National Bank concerning a construction loan 
| for the Alpine Ice Cream Company? 

A. JT was present at several discussions on that 
“building account, yes. 


Q. And at which Mr. Taylor was present ? 

A. Mr. Taylor, Mr. Forster and Mr. Strack. 

Mr, Brody: 123, pleasc. 

(Whereupon, Exhibit was handed to Mr. 
Brody by the Clerk.) 

Q@. (By Mr. Brody): Mr. Donaldson, I will 
show you Plaintiff’s Exhibit 123, a financial state- 
‘ment of Hans Forster dated February 29, 1948, in 
which the entry for cash on hand and in banks 1s 
j listed as $293,818.13. Will vou state, as a banker, 
| 
. 


$$ 
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what the significance is to you of the entry ‘‘eash 
on hand and in the banks’’? 

Mr. Moriarty: Just a moment. 

Mr. LeSourd: Objected to. 

Mr. Moriarty: Objected to as not proper re- 
buttal. 

The Court: Objection sustained. 

Mr. Brody: Once more I would like to bring to 
the Court’s attention—— 

The Court: (Interposing) You may make your 
record. 

Mr. Brody: Yes. That Mr. Taylor stated—— 

Mr. Moriarty: (Interposing) Just a moment, if 
your Honor please. 

The Court: State the nature of the offer to the 
record. 

Mr. Brody: The nature is that this was [4868] 
gone into on redirect on the testimony of Mr. Tay- 
lor and the significance of cash was explained and’ 
an opinion given as to the nature of cash on that 
sheet. 

Mr. Moriarty: Same objection. 

The Court: Objection overruled. I mean, sus- 
tained. 

Mr. Brody: No further questions. 


Cross Examination 
Q. (By Mr. Moriarty): You are the same Mr. 
Donaldson that appeared before? 
A. Yes, sir. 
Mr. Moriarty: No further questions: . 
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Mr. LeSourd: J have no questions. 

Mr. Keesling: No questions. 

The Court: That is all, Mr. Donaldson. 
(Witness excused.) 

Mr. Brody: Mr. Ellis. [4869] 


QUENTIN ELLIS 
upon being called as a witness for and on behalf of 
the Defendant Forster, and upon being first duly 


| sworn, testified as follows: 


Direct Examination 
The Clerk: JI want your full name, and the spell- 


| ing of your name, please. 


The Witness: Quentin Ells, Q-u-e-n-t-i-n E-]-]-i-s 


(spelling). 

Q. (By Mr. Brody): Will you state your name, 
Mr. Fllis? A. Quentin Ellis. 

@. And what is vour address? 

A. Home address? 

®. Yes: 

A. 617 Whitworth Lane, Renton, Washington. 

Q. And where are you employed? 

A. Peoples National Bank. 

@. In what capacity ? 

A. Jam assistant vice-president and manager of 


the eredit department at the main office. 
Q. Now, did von have oceasion in the year 1948 


(to discuss with Mr. L. Hicks Taylor, a financial 


statement of Hans Forster? 


Mr. LeSourd: Objected to as [4870] 
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Mr. Moriarty: (Interposing) Objected to as not 
proper rebuttal. 

Mr. LeSourd: This is a matter they opened up 
in cross-examination of Mr. Taylor. 

They are bound by that, because it is not proper 
rebuttal to put on any further testimony. 

Myr. Moriartv: And certainly this is no proper 
rebuttal ef the Government’s case, no matter what 
the quarrel is between the defendants. 

The Court: J will concede that, Members of the 
Jury, and I will advise the Jury it is not rebuttal 
of the Government’s case. 

Mr. LeSourd: They are not entitled to do it 
by rebuttal, your Honor. 

The Court: Directly not rebuttal of the Govern- 
ment’s case. Now, 

Mr. Moriarty: (Interposing) We are trying to 
keep the record clear, if your Honor please. 


The Court: I am, too, Mr. Moriarty. 

Mr. Moriarty: Thank you. 

The Court: Now, you may proceed. 

@. (By My. Brody continuing): Did you have 
occasion, Mr. Donaldson, in the year 1948, to dis- 
euss with Mr. L. Hicks Taylor a financial statement 
of Mr. Hans Forster? [4871] A. Yes, I did: 


Mr. LeSourd: Objected to as improper rebuttal. 
The Court: Objection overruled. 


Q. (By Mr. Brody): And do you recall when 
that discussion took place? 


Mr. LeSourd: Same objection. 
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Mr. Moriarty: Same objection on the part of 
the Government. 
| The Court: There may be a eontinuing ol:jec- 
tion to this witness, if you wish. 

Mr. Moriarty: We don’t know what he will tes- 
tify to and his name wasn’t mentioned exeept in 
eross-examination, and Mr. Taylor didn’t name Mr. 
HJhs, but was asked if he knew 

Mr. Cox: (Interposing) That is correct. 

Mr. Moriarty: If I could ask if he knew Mr. 
Ellis and then bring the man in, it would be a new 
rule of evidence. 

Mr. Griffin: I don’t think that is a proper state- 
ment, so far as the Court is concerned, and we are 
not making new rules of evidence. 

Mr. Moriarty: I didn’t mean to make any state- 
ment disrespectful to the Court: I do say that you 
yourself asked the question if it was Mr. Elhs and 
Mr. [4872] Taylor said he didn’t know or reeall it 
was Mr. Ellis. Now, calling Mr. Ellis to rebut Mr. 
_ Taylor’s testimony is completely out of order. 

Mr. Griffin: May I address the Court, Mr. Mo- 
riarty ? 
Mr Monatty: You may, Mr. Griffin. 
. Mr. Griffin: On Mr. Tavlor’s testimony on con- 
ference with the credit officer at the Bank, I tied 
him to one man. He didn’t know his name was 
Eis. Then I placed impeaching questions, ground 
for impeaching, on A-2. 
Mr. Cox: It is notin evidence. 
My. LeSourd: If your Henor please, on t 


—— 
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questions outside of the issue, Counsel is bound by 
the answer and we object. It is improper rebuttal, 
and ask to have a continuing objection to questions 
on this line. 

The Court: I am going to excuse the Jury and 
have you make an offer of proof, and the Court 
will consider it. Ladies and Gentlemen of the Jury: 

We will now take a short recess. It will prob- 
ably be the regular recess for the afternoon session. 
The Court calls your attention to the admonition 
given you on similar oceasions, and you may heed 
it on this occasion, if you will. [4873] 


(Whereupon, the Jury retired from the 
courtroom. ) 


The Court: It is stipulated the Jury have left 
the courtroom? 

T will ask Counsel to be a little cautious in com- 
ments, and you may proceed. 

Mr. Brody: The offer of proof will be, in sub- 
stance, that Mr. Ellis phoned Mr. Taylor May 9, 
1948, and discussed with him the financial state- 
ment dated February 29, 1948, which had been sub- 
mitted to the bank; that this was not a secret con- 
ference in any manner; that the specific items in 
the statement were discussed, and among them was 
the item of cash on hand, and in bank of $293,- 
848.11; that Taylor stated to the witness that of 
the cash on hand and in the banks a part of it was 
Hans’s personal eash, and the remainder belongs 
to the Alpine Dairy operation. 
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The Court: Now, do you happen to have a tran- 

| seript there, the testimony of Mr. Taylor? 

; Mr. Brody: Yes, here is the testimony of Mr. 
Waylor, which your Honor may wish to examine, 
and Mi. Griffin specifically examined for purposes 
of impeachment as to whether or not the conversa- 
tion was had, and whether or not the statement as 

; to the amount of cash on hand was made. The direct 
questions are this: 

“Question: I will ask you on May 5, 1948, at 
the [4874] Peoples National Bank in your explana- 
tion of the assets shown on the statement of Febru- 
ary 28, 1948, you did not state to Mr. Ellis in sub- 
stance and effect that the cash on hand and in 
banks of $293,000—of $293,848.11—was not part 
Alpine Dairy operation, and the remainder personal 
eash of Hans Forster ?’’ 

| The answer: “No, I have no recollection of it.” 

“Question: Would you say that you did not so 
state on that oceasion, on that date, the substance 

‘of that question and answer to Mr. Ellis? 
“Answer: I would say that I did not say that.’’ 
Mr. Griffin: May I suggest the background of 

that was the witness’s testimony that he had been 

| ealled seeretly to a conference at Peoples National 
Bank to discuss with the credit manager this par- 
ticular financial statement with which we are deal- 
ing, upon which I laid my foundation for impeach- 

, ment? 

! The Court: All right. Now, what are the objec- 

_tions? Mr. Moriarty ? 
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Mr. Moriarty: In the first place, our objection 
is that it is not proper rebuttal to the Government’s 
ease, and, secondly, it is my recollection [4875] of 
the evidence that Mr. Taylor did refer to a secret 
eall to the bank. He didn’t recall the party or name 
iim, and then further, in cross-examination, these 
questions were propounded—ahbout his secret eall 
to the bank, the substance of it, and the cross- 
examination was about why it was secret, and along 
that line, as if there was some reason for the se- 
erecy. 

Now, if I can propound an impeaching question 
and then call a man who happens to be in the bank 
to answer the impeaching question, I don’t see how 
that can be rebuttal to an issue. 

Mr. Brody: Your Honor, as to the first point 
Mr. Moriarty raised 

The Court: (Interposing) I will hear Mr. Le- 
Sourd’s objection. 

Mr. LeSourd: Your Honor, in the first place, 
this is a subject not touched upon in the direct 
examination of Mr. Taylor. Your Honor saw fit in 
this case to permit the cross-examination of Mr. 
Griffin of Mr. Taylor to go beyond the scope of the 
direct examination. There are certain Circuits im 
the Country that permit that under certain circum- 
stances. The Ninth Circuit is not one. But, those 
Circuits that do permit that for purposes only of 
testing eredihility also provide where they do per- 
mit it. that the answer that is given, where you 20 
beyond the seone of direct [4876] is hinding on the 
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| eross-examination, and he cannot put on rebuttal 
evidence to contradict it. 

That is the basis of our objection. 

Mr. Grody: Your Honor, Mr. Moriarty’s first 
| objection is that it does not go to the Government’s 
jease. Of course, rebuttal at this time is matters 
| raised in the case of the other two defendants, and 
j not of the Government’s case. Those matters were 
{raised on our defense. As to whether or not Mr. 
| Elis is definitely not named on the time or place 
stated, I think they were quite clearly stated in the 
‘question. The question includes the elements and 
| Mr. Taylor responded to it. 

The Court: The objection, of course, that Mr. 
LeSourd raises is that the matter was brought out 
on cross-examination and made the basis of im- 
peachment on a matter not covered. That is your 
objection, Mr. LeSourd ? 

Mr. LeSourd: That is right. 

The Court: And that is the issue. Now, I meght 

istate, as I have indicated before, that much of the 
cross-examination of Mi. Taylor was extended, you 
‘might say, or permitted from my point of view on 
‘the ground of the challenge made to the defense 
of Mr. Forster, much of which was involved in the 
attack he has made on [4877] the transactions sub- 
}sequent to the Indictment. 
Now, that was the basis of the extended—the 
Court’s permission of extended eross-examination, 
not on the issues as raised by the Government's 
case, 
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Mr. Moriarty: In any event, it is not proper 
rebuttal. 

The Court: I am inelined to think it is beyond 
the scope of proper rebuttal. 

Mr. Griffin: May I suggest the financial state- 
ments referred to were placed in evidence by the 
Government? Mr. Taylor testified, 1f I am not mis- 
taken, with reference to the preparation of the 
financial statements, and the conferences in regard 
thereto. We went into the matter on cross-examina- 
tion and specifically upon his volunteered statement, 
I remember it so well, that he was called to this 
secret meeting. 

The Court: I recall that testimony. 

Mr. Griffin: Then, upon that basis, I laid the 
foundation specifically, and so stated at the time, 
of the impeachment upon that testimony which, of 
course, goes to his credibility. 

The Court: Yes. Now, it grew out of, as I 
recall the testimony, on the cross-examination, of 
the response of Mr. Taylor relative to a secret 
meeting, and then, without his knowing who the 
person was, subsequently [4878] in a later point on 
cross-examination, you brought in then the specifie 
meeting, and asked if that wasn’t the meeting, and 
the details were gone into. 

Mr. Griffin: Right. 

The Court: And I believe it is improper and the 
Court will sustain the objection. 


Mr. Brody: JI think there is one other ground 
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on which it may be admissible, your Honor, and 
that is this: 

That one of Mi. Taylor’s defenses is that he knew 
only those matters which were contained in the 
books of Alpine Dairy, Issaquah Creamery, and the 
| other business enterprises. 

It is really the main heart of his defense that he 
didn’t know about Hans Forster’s purely personal 
affairs, and personal cash and personal securities, 
and the holdings, and personal bank accounts. 

Here we have a statement where he states to a 
witness that of certain assets listed on a financial 
| statement 

The Court: (Interposing) Mayhe the Govern- 
ment night use this witness for that purpose, but 
/1 don’t know that yon ean. 

Mr. Moriarty: I was going to point out that this 
Was impeaching the co-defendant’s knowledge. and 
the [4879] Government claims both had knowledge 
at all times and both were thoroughly familar 
with it. 

Mr. Brody: Jt is vital to our ease that the De- 
Tendant Taylor had that knowledge, and acted on 
the basis of that knowledge, or failed to act on it. 

Mr. Moriartv: Whether thev had it or not, we 
only contend that thev failed to disclose it on their 
income tax returns. 

The Court: It eame in on an item of eross-exami- 
| nation. 
| Mr. Griffin: The Court will remember this as 


| 
jwell, and nerhaps take jivdicial notice: IT had to 
| 
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cross-examine Mr. Taylor on behalf of the Govern- 
ment beeause the Government didn’t do it. 

Mr. Cox: That is your version. 

Mer Grit i liat fe ent. 

The Court: TI will not make a comment on that. 
The Court will adhere to the ruling made and we 
will now take a recess. 

Have you completed your offer of proof? 

Mr. Griffin: Is it completed ? 

Mr. Brody: I think so. 

Mr. Griffin: That would be the offer of proof, 
to which the witness on the stand would answer in 
the affirmative. [4880] 

Mr. Brody: That is correct. 

The Court: Does that complete this witness’s 
testimony ? 

Mr. Brody: That completes this witness’s testi- 
mony. 

The Court: And J take it, there is no cross-ex= 
amination. 

Mr. Griffin: I wouldn’t be surprised if the Gov- 
ernment cross-examines. 

The Court: I think Mr. Ellis may be excused 
then. 

(Witness excused.) [4881] 


Se 82 32 ar Ey 
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VERN EGENESS 
upon being recalled as a witness for and on behalf 
of the Defendant Forster, and having been previ- 
ously duly sworn, testified as follows: 


Direct Examination 

Q@. (By Mr. Brody): Mr. Kgeness, are you pres- 
ently the owner of any interest in Finstad and 
Utgard? AP No, I am not. 

Mr. Moriarty: Objected to as not proper re- 
buttal. 

Mr. Cox: No one said he was. 

The Court: Objection sustained, and the answer 
will be stricken. 

Q. (By Mr. Brody): Mr. Egeness, have you at 
any time since the sale of your interest and that of 
| Mr. Grant and Mr. Cook and Mr. Roberts to Mr. 
Forster in 1943, have you at any time since then 
, owned an interest in Finstad and Utgard? 

Mr. Cox: Objected to as not proper rebuttal, 
ealling for a conclusion of the witness. 

The Court: Calling for what? 

Mr. Cox: Calling for a conclusion of the witness. 
This matter was gone into thoroughly, if the Court 
please, in the Government’s case, and was amply 
covered [4883] by Mr. Forster’s counsel at ther 
time. 

The Court: I think the question should be more 
specific. 

Q. (By Mr. Brody continuing): Did you, in 
| 1943, in the presence of Hans Forster and Hicks 
Taylor, enter into any agreement for the purchase 
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of one-fourth interest in Finstad and Utgard by 
you? 

Mr. Cox: Same objection. 

The Court: Objection overruled. You may an- 
swer. 

The Witness: Go ahead. 

The Court: You may answer. 

The Witness: Would you repeat that again? 

Mr. Brody: May the question be read, your 
Honor? 

The Court: Mr. Reporter, read the question. 

(Whereupon, preceding question was read by 
the reporter.) 

A. No. 

The Court: Or any interest? 

Q. (By Mr. Brody): Or any interest? 

A. No. 

Q. Now, showing vou Defendants’ Exhibit A- 
44. [4884 ] 

My. Moriarty: I didn’t hear you, Mr. Brody. 

@. (By Mr. Brody continuing): Referring to 
Defendants’ Exhibit A-44, on the top page, right- 
hand column, I will call your attention to the pen- 
eilled figure ‘‘1” written into inventory, from which 
it apnears to read $12,167.47. Did you make that 
pencilled “1”? 

Mr. Cox: Just a moment, please. Objected to as 
not proper rebuttal. 

This was another matter gone into on cross-ex- 
amination of Mr. Taylor, and beyond the scope of 
the direct examination, and a matter upon which 
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eounse] for Mr. Forster are not entitled to offer 
rebuttal testimony for impeaching purposes. 

The Court: May I see the exhibit? 


(Whereupon, exhibit was handed to the 
court.) 


The Court: I will ask Counsel to refresh the 
Court’s recollection on this matter. 

My. Griffin: This is the matter they went into on 
direct, and Mr. Taylor testified that these changes 
were not made by him, but by Mr. Egeness. 

Mr. Cox: On the contrary, we did not touch any 
matters on direct of Finstad and Utgard, other than 
the matter of the stock to Mrs. Finstad. The mat- 
ter was broached by Mr. Griffin. [4885] 

Mr. Moriarty: And the document identified by 
Mrs. Simonson. 

Mr. Brody: That is correct. 

Mr. Cox: That doesn’t make it proper rebuttal 
of Mr. Taylor on his ease. 

Mr. Brody: I seem to recall on his direct ease he 
went into matters on that document, did he not? 

Mr. Cox: Not on direct. 

Mr. Griffin: I may say, I don’t have any recol- 
lection of asking any questions of any changes by 
Mr. Egeness on the records of Finstad and Utgard. 

Mr. Brody: You didn’t ask if Mr. Egeness made 
it, but as to changes made. 

Mr. Griffin: Taylor testified Egeness made it. 


Mr. Cox: In response to your question, Mr. Grif- 


fin. 
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The Court: Mr. Reporter, will you read the ques- 
tion? 

(Whereupon, preceding question was read by 
the reporter.) 

The Court: This was covered in the examination 
of Mr. Taylor? 

Mr. Brody: Yes, sir. 

Mr. Cox: On ecross-examination. Of course, it is 
our position that the matter now as then is [4886] 
not relevant to the issues in the case. 

The Court: The Court will sustain the objection. 

@. (By Mr. Brody continuing): Now, I will 
eall your attention, Mr. Egeness, to Defendants’ 
Exhibit A-122, headed 1947 bonuses paid January, 
1948. 

Mr. Cox: Same objection, if the Court please. 

Mr. Moriarty: 1947. 

Q. (By Mr. Brody continuing): 122 

The Court: (Interpesing) The question was not 
put, as yet. 

Mr. Cox: J do not concede counsel ean ask a 
proper anestion to the document since objection has 
heen made as to the last one. It is another matter 
gone into on cross-examination of Mr. Taylor and 
not touched upon on direct. 

Mr. Brody: The question was not put, but the 
document was offered by Mr. LeSourd. 

Mr. Cox: On redirect, after opened up on cross: 
It was offered for a limited purpose. 

The Court: Objection sustained. 

Mr. Griffin: J will have te ask vour Honor tom 
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excuse the Jury then to make an offer of proof in 
the [4887] record. 

The Court: All right. 

Mr. Ghfin: Sorry. 

The Court: This question relates to—well, all 
right. Members of the Jury, we will now take an- 
other recess, and the Court will call you back as 
soon as we are able, and ask you to heed the ad- 
monition given you on similar occasions. 

(Whereupon, the Jury retired from the 
courtroom.) 

Mr. Griffin: Does your Honor have A-122? 

The Court: They are looking at it. 

MieGritfins Oh. 

A-122 was offered in evidence by Mr. Taylor. 

The Court: Upon redirect. 

Mr. Griffin: Mr. Taylor testified to the alteration 
of ten thousand dollars, or change of ten thousand 
dollars, he had charged to bonuses. He was exam- 
ined in detail by his own counsel as to the fact that 
there were individuals or parties entitled to bonuses 
from various districts and including Snohomish 
County, as he testified. 

We offer to prove by the witness on the stand, 
with reference to this Exhibit A-122, and the testi- 
mony of Taylor, that with reference to this ten 
thousand dollars that he used for accounts payable 
as charged to [4888] bonuses, the bonus—the total 
bonus was $2,139.55, and that the named parties,— 
individuals—upon this exhibit are the only ones 
that were entitled to bonuses and the amount is 
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specified to which each is entitled, and then Myr. 
Taylor thereby used up some $7,860.45, chargeable, 
he says, to bonuses, and the cold record shows that 
such was not the fact; and as to Exhibit A-44, Mr. 
Taylor having testified in effect changes shown 
thereon were made by the witness on the stand, we 
propose to show by the witness on the stand that 
such changes were not made by Mr. Egeness and 
my position is again, as long as your Honor is 
ruling, in regards to Mr. Ellis, that this is highly 
prejudicial to the defense of Mr. Forster. 

We didn’t bring this Indictment charging these 
defendants individually. It is the way they are 
charged by the Government, and we are entitled to 
defend against the claim of Mr. Taylor, and this 
deprives us of the right so to defend, and leaves” 
Mr. Taylor’s statement to the Jury both in the 
Hlhs matter and now in this one, undisputed that 
there is some eight thousand dollars of bonus pay-— 
ments made to other parties in 1947, and he was 
warranted in charging off ten thousand dollars in 
bonuses, and he was only warranted in charging” 
$2,139.55, and that the [4889] change made in Docu- 
ment A-44 is just as prejudicial to the interests of 
Mr. Forster because Mr. Taylor stands unimpeached 
before the Jury in his statements where we have 
documents of record introduced by the Defendant, 
subject to explanation of this witness, particularly 
in the matter of bonuses that he did not make the 
change in the document. It leaves Mr. Taylor 100 
per cent pure as far as the Jury is concerned 
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where we are not entitled to meet the falsity of his 
statement. All of the bonuses are upon this docu- 
ment for the year 1945. 

Mr. LeSourd: Your Honor will remember the 
circumstanees under which this document was put 
in. I offered it for the purpose of showing that the 
figure that Mr. Griffin had before him when he 
asked the question of Mr. Taylor on cross-examina- 
tion of whether the total bonuses were not $500 for 
the year. Both of these matters are in the same 
conneetion as those we have been speaking about, 
not covered in direct examination, not relevant to 
this case, opened up in ecross-examination, and I 
assume, permitted on the ground of eredibility, or 
something of that sort. Mr. Griffin was the one 
who opened up the subjeet on cross-examination, 
and he is bound by the answers. 

The Court: Does the Government have any- 
thing? [4890] 

Mr. Moriarty: Well the Government feels that 
there was a statement by Mr. Taylor that these 
constituted—that these did not constitute all the 
bonuses at that time. 

Mr. LeSourd: In redirecet. 

Mr. Cox: In redireet. I don’t know that that was 
exactly what Mr. Taylor testified, either. He testi- 
fied that there were more shippers than that whom, 
ihe thought, were entitled to bonuses. 
| He did not testifiy as to the number who were 
entitled to bonuses. The entire matter is collateral, 
and concerns a corporation not in the Indictment. 
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and not a matter establishing the defense of Mr, 
Forster and not a matter that the Government is 
charging. 

Mr. Moriarty: I feel there is an inference that 
that document did not contain all the bonuses for 
1947. 

The Court: The document was introduced on 
redirect. 

Mr. Moriarty: That is correct, produced by Mr 
Taylor. 

The Court: Identified on cross-examination. 

Mr. Griffin: Let’s get very straight upon this. I 
had Exhibit A-122 identified. No, pardon me. I en- 
deavored to have A-122 identified by Mr. Taylor. It 
was [4891] not identified by Mr. Taylor. 

I could not, therefore, offer it in evidence at that 
time. 

The Court: It was marked on redirect? 

Mr. Griffin: No; no, I had it marked, of course, 
before. 

The Court: Just for identification. 

Mr. Griffin: Yes. Mr. Taylor did not identify 
the document. I could not offer it, and I asked my 
first preliminary question as to whether the bonuses 
exceeded $500 to test his recollection and stopped 
at that point, because I had to wait for further 
identification. Without any identification then, Mr. 
LeSourd offered the document in evidence to which 
there wasn’t any objection by anybody. That is the 
gist of it. 

The Court: That is in accord with my recollee 
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fion. ‘The offer of proof will be rejeeted. You may 
eal] the Jury. 
Mr. Brody: No further questions of this witness. 
The Court: No further questions? 


(Whereupon, the Jury was returned to the 
courtroom. ) 


The Court: You may be seated. It is stipulated 
that the Jury and all defendants are present in the 
courtroom? [4892] 

Myr. Griffin: Yes, sir. 

Mr. Moriarty: Yes, your Honor. 

The Court: The Court sustained the objection 
to the last question and I understand from counsel 
that there are no further questions on direct; is 
that correct? 

Mr. Brody: That is correct. 

The Court: Any cross-examination ? 

Mr. Moriarty: No questions. 

Mr. Cox: We have no questions, your Honor. 

The Court: No questions? 

Mr. Cox: No questions. 

Mr. Keesling: No questions. 

The Court: That is all, Mr. Egeness. 


(Witness excused.) 


Mr. Brody: Mr. Schneider? [4893] 
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RAYMOND J. SCHNEIDER 
upon being recalled as a witness for and on hehalf 
of the Defendant Forster, and having been pre- 
viously duly sworn, testified as follows: 


Direct Examination 

Q. (By Mr. Brody): Mr. Schneider, were you 
present at any meeting of the incorporators or 
shareholders of the Renton Ice and Ice Cream Com- 
pany in September, 1942, at which Mr. Taylor in- 
structed Mr. Forster to deposit whatever proceeds 
he might obtain from the operation of the Renton 
Tee and Ice Cream Company in the Alpine Dairy 
account ? 

Mr. Cox: I object to the form of the question. 

The Court: You said, was he ever present? 

Mr. Brody: Was he present at such a meeting 
at which Mr. Taylor said 

The Court (Interposing): Objection overruled. 

A. I never heard that, anything of that sort, no. 

The Court: The question was, were you present? 

Q. (By Mr. Brody): Were you present at such 
a meeting at which you heard that statement mace? 

A. I was present at all the meetings, but I 
[4894] never heard that statement made. 

Q. Now, with reference to Plaintiff's Exhibit 
212 and 212-A, the accounts payable notebooks oF 
records of the Renton Ice and Ice Cream Company, 
did you keep those records up to date? 

A. Yes, sir. 

Q. Will you state how frequently entries were 
made in them? 
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Mr. LeSourd: Objected to as not proper rebut- 
tal, if the Court please. The matter was gone into 
thoroughly when the witness was on the stand. 

The Court: You have covered it, haven’t you? 

My. Brody: I want him to explain his first an- 
swer. ‘hat is my only other question on this matter. 

The Court: Objection overruled. 

A. Daily, whenever we got an invoice in. 

The Court: Would you read that question again, 
Mr. Reporter? 


(Whereupon, preceding question was read by 
the reporter.) 


Q. (By Mr. Brody): Now, with reference to 
Plaintiff’s Exhibits 75, 76 and 77, photostatie copies 
of cashier’s cheeks on the Peoples Nationa] Bank of 
Washington, Renton Branch, made out to Hans 
Forster, did you purchase those cashier’s [4895] 
checks ? mB. Yes. 

Mr. Cox: Objected to as not proper rebuttal and 
repetitious. 

Mr. Brody: This is preliminary to one further 
question. 

The Court: All right. 

Q. (By Mr. Brody): Were you instructed to 
purchase those ecashier’s checks? 

A. I was. 

Mr. Cox: Same objection. 

The Court: Are you meeting Mr. Taylor's state- 
ment? 

Mr. Body: Yes, I am. 
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The Court: Will you phrase it to cover it as 
you recall it? 

Q. (By Mr. Brody): And did you voluntarily 
and of your own volition purchase those cashier’s 
checks ? 

Mr. Cox: Objected to. 

Mr. Brody: I am almost to the exact statement 
Mr. Taylor made. 

The Court: If you will relate it to what Mr, 
Taylor’s testimony was. I take it that is what you 
are [4896] meeting. 

Mr. Brody: That is correct, your Honor. 

The Court: Will you re-phrase it again? | 

Q. (By Mr. Brody continuing): Did you, of 
your own volition, and as of your own idea, pur- 
chase those eashier’s ehecks to be made payable to 
Hans Forster? 

My. Cox: I would object, if the Court please. I 
can also remember this witness’ testimony when he 
was on the stand in the first place, and he thor- 
oughly covered this, and said Mr. Taylor instructed 
him to do it all. They are not entitled to bring it 
back again. 

Mr. Brody: This goes directly to a statement 
of Taylor that the witness, acting entirely inde- 
pendently and voluntarily, purchased the cashier’s 
checks. I merely wish to show the statement to the 
witness and ask him what circumstances existed. 

Mr. Cox: If there is any contradiction between 
the two witnesses, it already exists. 
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The Court: Again, testimony of Mr. Sehneider 
has been some time back, and the Court wil] not 
attempt to determine as between Counsels’ positions 
which is correct. L will ask the Jury to relate this 
testimony only insofar as it may meet testimony 
of Mr. Taylor, and [4897] the objection is over- 
ruled, and if you wish, the reporter will read the 
last. question. 

Mr. Brody: Yes. 


(Whereupon, preceding question was read by 
the reporter.) 

B. No. 

@. (By Mr. Brody): Then, why did you pur- 
ehase them? 

A. Advised by Mr. Taylor. 

Mr. Cox: Objection. 

The Court: Objection overruled. I mean, sus- 
tained. 

OG wir. Brody): Who instructed you To 
purchase them, Mr. Schneider? 

Mr. Cox: Objection. 

Mr. Brody: Your Honor, it simply goes—— 

The Court (Interposing): Oh, the objection is 
overruled. 

A. My. Taylor. 

Q. (By Mr. Brody): Who instructed you? 

A. Mr. Taylor instructed me. 

Mr. Brody: That is all. 

Mr. Moriarty: No questions. [4898] 
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Cross Examination 

Q. (By Myr. Cox): Mr. Schneider, directing 
your attention to Exhibit 212, I believe you testi- 
fied on Mr. Brody’s examination that you made 
entries in this daily, or as frequently as invoices 
were received, 1s that correct? 

A. That is correct. 

Q. There are occasionally in here, are there not, 
periods when you went for some time and no items 
were entered? 

A. If there were no bills received, that would 
be the case. 

Q. That is, you never accumulated the bills? 

A. I don’t recall any time, unless I would be 
away a week and perhaps no one else did it. 

Q. Well, directing your attention to a page im 
Exhibit 212 headed June 1, 1947, is there an item 
here relative to Union Oil? A. Yes. 

Q. And when did you receive that item? 

A. According to this, the date of it was the 10th. 

Q. Now, that is the date you received and posted 
it, is 1t? 

A. I dated these as of the date of the invoice, 
I [4899] believe. 

Q. Isee; you got then an invoice here sometime 
in May, dated May 10th, and you don’t know on 
what date you made the entry then? 

A. No, I wouldn’t know now. 

Q. Now, one, two, three, four, five, six, seven} 
eight, nine lines below that, Mr. Schneider, there 
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is an entry of an invoice from someone named 


Kemp, is there? A. Yes. 
Q. What was the date of that invoice? 
= ‘Whes7th. 
Q. Where was the Kemp? 
A. It was a Seattle firm, I think. 
Q. Union Oil was also in Seattle? 
A. Renton. 
Q. That was in Renton? A. Yes. 
Q. And the mail service is different, so that you 


get so much in advance that you have not posted, 
although it is dated three days later? 

A. Would you care to have me tell you what I 
think 1t was? 

The Court: The Court will sustain objection to 
that. 

Mr. Cox: The Court sustains an objection? 

The Court: Yes. 

Q. (By Mr. Cox): It is vour testimony, Mr. 
Sehneider, that you put every obligation for which 
the Renton Ice and Ice Cream Company owed into 
Exhibit 212 and 212-A? 

A. Everything we bought, and we were billed 
for, I would say went in there as it came in, yes. 
That was the intention. 

Q. But if you owed obligations which were not 
billed for on a regular basis. they were not entered? 

Mr. Griffin: Objected to as not proper reeross 
examination. 

The Court: Objection overruled. 

A. That is possible 
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Mr. Cox (Interposing): That is all. 

A. (Continuing) : if we had no billing. 

The Court: That is all, then. There is nothing 
further. 

My. Brody: No further questions. 

Mr. Griffin: No recross. 

(Witness excused.) 

Mr. Griffin: Mr. Kachlein? 

The Court: You have been sworn. 

Mr. Griffin: Mr. Kachlein should be sworn in 
the presence of the Jury, if the Court please. [4901] 

The Court: If you wish, you may be sworn. 


GEORGE F. KACHLEIN, JR. 
upon being called as a witness for and on behalf of 
the Defendant Hans Forster, and being first duly 
sworn, testified as follows: 


Direct Examination 

(By Mr. Griffin): State your name, please. 
George F. Kachlein, Jr. 
And your home residence? 
941 Eleventh Avenue North, Seattle. 
And your profession ? 
T am an attorney at law. 
And when were you admitted to practice be- 
ford the Supreme Court of the State of Washing- 
ton, Mr. Kachlein? 

A. In February, 1933. 

Q. And in what year were you admitted to prac- 
tice before this court? 


SOP OPOPS 
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A. The same year. 

Q. And with whom did yon begin your associa- 
tion in the practice of law? 

A. I began with the firm of Bogle, Bogle and 
Gates in July, 1932, as a law clerk. 

Q. Are you now a member of that firm? 

A. Yes; I have been since 1937. [4903] 

Q. Did you in your practice specialize particu- 
larly in anv branch of the law? 

A. The first eight or nine years being with the 
firm I handled the tax work that was in our office. 
That was up through, approximately, 1942. At that 
time I was under leave of absence from the office 
for four years. 

Q. In connection with what type of work? 

A. With war work where I was employed by 
Todd Shipyards Corporation, or a subsidiary, Se- 
attle-Tacoma Shipbuilding Company. 

Q. In what capacity? 

A. At the Tacoma plant as assistant to the pres- 
ident of the subsidiary of ‘Todds. 

Q. That was in connection with war work? 

Mm! Wes, it was. 

Q. When did you return to the firm then? 

A. In July, 1946. 

@. And what has been your specialty particu- 
larly since that time? 

A. Well, it has been a multitude of different 
types of work, partially in tax, corporate work, 
corporate financing, and labor work, and also in 
the office management and of the firm. 
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Q. Are you married? [4904] 
A. Yes, I am. 
Q. Any children? A. One son. 


@. Attending the University of Washington? 

A. A Sophomore at the University of Washing- 
ton, sir. 

@. You are acquainted with L. Hicks Taylor? 

A. pes") am, sir: 

Q. When was your—when and what was the 
source of your first acquaintanceship with Mr. Tay- 
lor? 

A. Shortly after I returned to the office in 1946. 
I believe it was in the month of December, 1946, 
Mr. Taylor called me to state that he had known 
something about me and knew that I had been doing 
tax work and that he had a client that he would 
like to have me handle some tax work for. 

Q. And who was that client? 

A. That was a family consisting of three, father 
and son and daughter, who were operating a family 
partnership and the question was 

Mr. Moriarty: Objection, if your Honor please, 
to this line of testimony sofar as the materiality is 
concerned. 

The Court: Well, it is preliminary. 

Mr. Moriarty: I thought the preliminary [4905] 
had been completed. 

The Court: Objection overruled. 

A. (Continuing): the question as to the 
advisability of converting the family partnership 
into a corporation, and that was determined after 
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consultation with Mr. Taylor and the three elients. 

Q. Did without any detail, did that situation 
—was Mr. ‘Taylor the accountant for this party ? 

A. Yes, Mr. Taylor was the accountant for the 
family partnership which was Jater converted to 
the corporation. 

Q. Did that result in an involvement of tax 
matters with the Government with the books of that 
concern ? thee “Yes 

Mr. LeSourd: Objected to. 

Mr. Griffin: Just a moment. 

Mr. LeSourd: Objected to as an immaterial and 
irrelevant and also as leading. 

The Court: Well, the Court will overrule the 
objection. 

A. (Continuing) Yes. Approximately six months 
later Mr. Taylor reported to me that the family 
partnership between the father and the son [4906] 
and the daughter was under investigation and asked 
that I assist in preparing the necessary protest and 
handle the matter through the Treasury Depart- 
ment to a conclusion, which was done. 

Q. You did that? A. 1 did, ‘sm. 

Q. Did Mr. Taylor during that period of time 
remain as the accountant? 

A. He did, sit. 

Q. Now, do you recall when the next matter 
of business with Mr. Taylor occurred ? 

A. Yes. In the latter part of the year 1947 Mr. 
Taylor called me and stated that another client of 
his had some tax difficulties involving the validity. 
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for tax purposes of a family partnership between @ 
father, who was a professional man, and a daugh- 
ter, who was a non-professional woman. I under- 
took the assignment and worked with Mr. Taylor 
and prepared the necessary protests and presented 
the various arguments before the Treasury Depart- 
ment representatives and it wasn’t settled until 
about 1952. That was due to the fact that there were 
family partnership cases pending before the Su- 
preme Court, and the right 

@. (Interposing): Was Mr. Taylor, did Mr: 
[4907] Taylor continue up until sometime in 1950 
as the accountant for that family partnership? 

A. I believe he is still the accountant for those 
parties, sir. He continued on through 1950 to ‘ol 
and ’52, which was my last contact with them with 
respect to that matter. 

Q. In connection with that employment, with 
those two concerns, did you become familiar with 
Mr. Taylor’s handling of books and accounts? 

A. Yes, I did. 

Q. Did Mr. Taylor eventually retain you as his 
attorney in regard to his own tax problems? 

A. Yes, he did, sir, on or about the 30th of July 
of 1948 he retained me. 

Q. What was—what was the matter involved at 
that time with Mr. Taylor? 

A. On or about that date he called me by tele 
phone and advised that the Internal Revenue De 
partment had undertaken the investigation of his 
own individual records and that he had asked one 
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of the representatives of the Department to with- 
hold the examination for a limited period as he 
Was extremely busy with clients’ matters. He ad- 
mised—asked ine, first of all, if he could file—pre- 
pare and file amended income tax returns. He also 
asked ine in [4908] the event that the—his request 
for the delay in the examining of his records was 
not granted if I could be of some assistance to him 
in both of those assignments. I took it on and ad- 
vised him sofar as the amended income tax retuim 
mas concerned that it was too late to stop anv 
investigation but if he wanted to prepare the same 
he could. With respect to the second item J did 
contact a representative of the Government, a Mr. 
Weston, and made the request for a limited period 
of time that the Government would withhold the 
investigation of his records to afford him the oppor- 
tunity to review his books and that he was ex- 
tremely busy at the time and also asked that same 
Government representative if it would be all right 
fo file an amended return. I so advised Mr. Taylor 
of the results of the conferences that I had with 
Mr. Weston. 

Q. Did Mr. Tavlor go into the matter with you 
of the condition of his own books and records and 
his returns ? 

A. Yes, he did. He stated to me that he was 
very much embarrassed. When the Government 
agent came in and he started to check his bank 
deposits and deposit slips with his cash book, or 
journal as I believe he called it, as against his in- 
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come [4909] tax return, he found that there was a 
substantial understatement of income. 

Q. By Mr. Taylor himself ? 

A. By Mr. Taylor on his own income tax res 
turns. That his journal, or cash book, whichever 
you may want to eall it, from which he based hig 
income tax returns, reflected accurately—that is, the 
cash book figures were picked up and put into the 
tax return but insofar as his deposit slips and his 
bank account, he found he had substantially more 
income in the years under investigation than he 
had reported and that was the reason that he 
wanted, as he stated, to me, to file an amended 
income tax return for those years. 


@. As you investigated the matter with Mr, 
Taylor were there several years involved? 

A. Yes. I believe the years that were under con= 
sideration—that the power of attorney, rather, to 
me were from 1942 through 1947, inclusive. 

Q. And what did—did Mr. Taylor finally advise 
you of the amount, or percentage, of understate- 
ment of his income in those years? 

A. No, I do not believe that he gave me any 
figures as I don’t know what he finally came up 
with, even though I represented him from 1948 
through a [4910] good part of 1950. I do know they 
figures which the Government alleged but as far ase 
the final determination, I don’t know that, Mr. Grif-_ 
fin. : 

Q. After this first consultation with you, which 
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was in July—the end of July, IT think you said, 
of 1948? de “That is right. 

Q. Were there numerous consultations in regard 
to his own tax situation during the following 
months ? 

A. Yes, there were. The first one came about 
three weeks after I had contacted Mr. Weston and 
I got a call from Mr. Weston, who was of the In- 
ternal Revenue Agents office here, stating that he 
wondered what I thought I was doing, that he had 
heard a report on the street that I had arranged 
that Mi. Taylor’s taxes were all settled and that 
there was to be no further investigation. I assured 
him such was not the fact, and he said that informa- 
tion came to me, and Mr. Taylor told someone on 
the street about it, and I called Mr. Taylor with 
Re cet to that and Mr. Taylor advised me he made 
no such statement and I then advised Mr. Taylor 
that in view of the fact of Mv. Weston’s making 
the statement to me he would have to make a report 
to his superiors [4911] with respect to the infer- 
ence, that he could expect to have his income tax 
Teturns examined very promptly. Approximately a 
week later, I believe that Mr. William Mars, sitting 
here in the court, and Mr. McCarthy of the Special 
Agents’ Office, started their investigation and I sat 
through several meetings with them during the 
period of time from 1948 through their completion 
of their examination in August of 1949. At those 
mectings Mr. Taylor was present and participated 


in them. 
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Mr. Moriarty: May the record show that the 
Government objects to this as all immaterial. 

he Court: The record may so show. 

Are you speaking of all the testimony? 

Mr. Moriarty: I mean the recitals that now 
don’t seem to be material to the issue between Mr. 
Taylor and Mr. Forster. Certainly not relevant to 
the Government’s case. I recognize the position that 
the Court is in but I think it is my duty to eall 
it to the Court’s attention. 

The Court: Well, I believe I probably should 
advise the Jury at this time that this testimony 
has relationship to the issue raised by the Defend- 
ant Taylor as part of his defense wherein, as you 
will recall, in the opening statement he stated, 
[4912] or his Counsel stated, that by virtue of rep- 
resentation of Mr. Taylor by My. Kachlein, a rela- 
tionship existed as a result of which at a later date 
Mr. Forster was under investigation and Mr. For- 
ster undoubtedly made statements to the represen- 
tatives of the Treasury Department relative to the 
books of Mr. Taylor. I understand in the theory of 
the defense of Mr. Taylor they believe this trans- 
action raises some question as to the credibility of 
the defense of Mr. Forster. Whether it does, of 
course, is a matter entirely for the Jury. This testi- 
mony having—some testimony having been intro- 
duced, or the defense of Mr. Taylor having been) 
put in, this testimony now comes in by Mr. Torster, , 
on behalf of My. Forster, in rebuttal and an mg 
planation of that testimony, and while the incidents’ 
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that are covered in this matter by Mr. Kachlein 
may be preliminary and not related to the issues 
involved—namely whether these three defendants 
here charged are guilty of the charge—and they 
do not relate to the specific elements, which the 
court will Jater instruct you are involved in the 
charge, but facts that may have a bearing on the 
eredibility of witnesses or defendants are always 
mInaterial and this testimony is in that—along that 
line. [4913] 

Mr. Moriarty: And, if your Honor please, no 
part of this matter was introduced by the Govern- 
ment. 

The Court: I think it is clear that this issue is 
one raised by the defendants Forster on the one 
hand and Taylor on the other. 

Mr. Moriarty: Thank you. 

The Court: Is there any objection to the Court’s 
comment ? 

Mr. Griffin: No, none at all, except it was an 
issue raised in the opening statement by the De- 
fendant Taylor, and Forster never raised it. 

The Court: I believe I so signified. 

Mr. LeSourd: I think your Honor covered that. 

The Court: All right, we will now proceed. 

Mr. Griffin: May I proceed? 

The Court: Yes, you may proceed, Mr. Griffin. 

Q. (By Mr. Griffin): Mr. Kachlein, during this 
investigation by Mr. Marx, Mr. MeCarthy—at which 
you were present in several conferences with the 
Agents—and Mr. Taylor, did you become then fa- 
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mihar with the [4914] manner in which Mr. Tay! 
lor handled his own books and records? 

A. Yes, very much, sir. 

@. And did you prepare for the Agents in be- 
half of Mr. Taylor a memorandum dealing with 
the manner in which Mr. Taylor had handled his 
own books and records and the reason therefor? 

A. I did, sir. At the conference in August of 
1949 before the Special Agents office and their rep- 
resentatives an oral presentation was made in behalf 
of Mr. Taylor, Mr. Taylor being present, and IL 
was then requested to reduce to writing and make 
a written presentation in his behalf. I did do that 
and I beheve submitted it to them the latter part 
of August, 1949, to Mr. Weisner, who was then. I 
believe, the acting Special—Acting Chief of the 
Special Agents Office. 

Q. Was that written presentation—did it cover 
the statements that you had made in your oral pres- 
entation in behalf of Mr. Taylor? 

A. It did to the best of my ability, sir, and it 
covered additional items which Mr. Taylor and my- 
self had gone over in my office in preparation of 
the formal statement. 

Q. And did Mr. Taylor go over this statement 
[4915] before it was presented ? A. Yes, sir. 

My. Griffin: Will you mark this memorandum for 
identification ? 

The Clerk: Defendants’ Exhibit Number A-139 
marked for identification. 
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(Defendants’ Exhibit No. A-139 marked for 
identification. ) 

Q. (By Mr. Griffin): Handing you Exhibit 
A-139 for identification I will ask you if this is 
the memorandum prepared by you, to which you 
have just testified, which was delivered to the Gov- 
ernment Agents in connection with Mr. ‘Taylor’s 
own tax matter? 

A. Yes, this is a copy of the one delivered to 
the Agents. 

Q. Now, while Counsel is examining that: 

Did you find in these conferences with Mr. Tay- 
lor that he had ever reconciled his bank account 
to his journal, if it was a journal? On the witness 
stand I think he testified and called it a time book. 
Did you find that he had ever reconciled his bank 
account to this book, whether journal or time book 
from which he took the figures for his own tax 
return? [4916] 

A. No, I didn’t. He stated to me, as a matter of 
fact, that his failure to properly file his return was 
due to the fact that he had not reconciled his eash 
book, or journal, with his cash account, bank ac- 
count, 

My. Griffin: JI will withhold the offer of this until 
morning so that Counsel may examine it. 

@. (By Mr. Griffin): Did Mr. Taylorgive you 
any excuse, any reason, you could use that would 
excuse his situation in his own books and records? 

A. Yes, his excuse that he gave, the basic one, 
was that he was so busy looking after the affairs 
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of other clients that he failed to look after his own 
financial affairs properly; that insofar as his col- 
lections by the month or by the job, as the case may 
be, he would properly put them through the bank 
accounts but insofar as his journal, cash book, or 
whatever you may eall it, was concerned, originally 
when he started out many years ago he would con- 
tinue day by day to make the entries but as he be- 
eame more busily engaged in his profession that 
he might make the entries once a week, and then it 
extended on to once every two weeks, and finally 
he [4917] would make them from memory and he 
used that as his basis for his income tax returns. 
He did keep records insofar as his bank interest, 
and insofar as his stock purchases rather carefully 
as he was able to get those from Jordan and Com- 
pany, which, I believe, was his stock brokers, and 
from the bank accounts where he had books. 

@. Do you reeall as of that time—and by that 
time I mean prior to the Indictment of Mr. Taylor 
and which would have been prior to the Indictment 
in this ease, and while these conferences were being 
had with the Agents—do you recall at that time of 
making—nsing—the terms, with the Agents the 
term, “sloppy” in connection with the bookkeeping 
of Mr. Taylor? 

A. Both sloppy and eareless, sir. 

Q. And as of that time did you base that upon 
his own records and your experience with these 
other two companies that be brought to you? 

A. Well, I had experience with one or two others 
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of Mr. Taylor’s clients who Mr. Taylor had brought 
fo our firm to help assist in some problems they 
had and from the several it became apparent to me 
that Mx. Taylor’s methods of handling the books of 
account were sloppy, sit. [4918] 

Q. Do you recall one of these conferences you 
had before Indictment was with Mr. Patten? 

A. Yes, sir. That was in November. I think there 
were two conferences with Mr. Patten in Novem- 
per, 1949. One was not in the presence of Myr. 
Taylor. That was the first one, and the seeond was 
in the presence of Mr. Taylor, if my memory serves 
me right, sir. The first was a preliminary conference 
and the second was the full, formal conference 
where the entire presentation of Mr. Taylor’s case 
was made to Mr. Patten. 

Q@. What principal fepresentations were you 
making to the Government Agents, including Mr. 
Patten, on behalf of Mr. Taylor at that time? 

A. There were several, sir. One was that he was 
a very overworked person. He had undertaken more 
work to do than he could normally accomplish. The 
second thing is that he had a good reputation among 
his clients. They liked him. Thev thought well of 
him. The third matter was that with all due regard 
to their feeling toward him, his bookkeeping experi- 
ence or accounting experience was somewhat lim- 
ited and his methods of accounting were somewhat 
sloppy as reflected in his own methods in protecting 
himself in the income tax returns. It was [4919] 
not an intentional matter. It was one, frankly, due 
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to overwork and ignorance more than anything else. 
Mr. Griffin: I think this would be a good time 
to recess because we are getting right down to the 
Indictment. 
The Court: All right. Mr. Kachlein, you may 
be excused. 
(Whereupon, witness withdrew.) 


GEORGE F. KACHLEIN, JR. 
having been called as a witness for and on behalf 
of the Defendant Hans Forster, and having been 
previously duly sworn, resumed the witness stand 
and testified as follows: 

Direct Examination—(Continued ) 

Q. (By Mr. Griffin): Mr. Kachlein, as of yester- 
day you had completed certain conferences with 
Mr. Taylor, the Internal Revenue staff, including 
Mr. Patten, and on or about February 15, 1950, did 
you have advice from Mr. Sager, the then Assistant 
United States District Attorney, in connection with 
Mr. Taylor’s situation? 

A. Yes. I had received a letter, I believe, on the 
16th of February, 1950, from Mr. Sager, who was 
then the Assistant District Attorney, whose offices 
were at Tacoma, advising that the Hicks Taylor 
matter involving certain years had been referred 
to him for action—that is, prosecution—and that 
he stated before any action was taken he would 
eive me an opportunity, or the taxpayer, to bé 
heard in connection with the matter. 
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Q. Did you confer with Mr. Taylor in connection 
[4930] with this letter ? 

oe. ele Cicdesir. 

(Whereupon, there was a brief pause.) 

Mr. Griffin: Will you mark this for identifica- 
tion, please? 

The Clerk: Defendants’ Exhibit Number A-140 
marked for identification. 

(Defendants’ Iixhibit A-140 marked for iden- 
tification.) 

Mr. Griffin: And this one, please. 

The Clerk: Defendants’ Exhibit Number A-141 
marked for identification. 

(Defendants’ Exhibit A-141 marked for iden- 
tification.) 

Q. (By Mr. Griffin) : Handing you Exhibit A-140 I 
will ask you if that is the letter under date, Feb- 
Puary 15, 1950, from Mr. Sager, United States At- 
torney’s Office, to you in regard to this matter? 

A. Yes, this is the letter, sir. 

Q. And A-141, your reply of February 17th to 
Mr. Sager; a copy of your reply? 

A. Yes, this a copy of the reply that I sent to 
Mr. Sager. 

Q. following those letters did you have—and 
[4931] your conference with Mr. Taylor, was it 
elear then that there was going to be prosecution— 
eriminal ? 

A. Yes, it was clear. I had a lengthy conversa- 
tion in conference with Mr. Taylor wherein we re- 
viewed the tax case that had developed over the 
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year and a half period. I discussed with him what 
the chances were in our opinion as to a defense to 
the income tax matter and recommended to him that 
in our opinion—and I mean by “our” that is our 
firm because I had reviewed the matter with sev- 
eral of our trial men and tax men in the office to 
determine what action we should take in respect to 
the matter, and advised him that in our opinion— 
he did not have a defense to his case, that we had 
lived with the case since September 30th, or, rather, 
July 30, 1948, and had met with the Internal Rey- 
enue Agents, field men, had met with the Review 
Staff, had reviewed it carefully and felt that the 
best thing to do was to work out an arrangement 
with the District Attorney in the event he still 
wanted to prosecute the case to have him plead 
euilty to one charge and to waive the necessity of 
going before a grand jury for indictment, that by 
doing so it would elimmate added publicity, it would 
not in our opinion affect him as adversely as if he 
went through—had the matter go [4932] before a 
erand jury and the publicity that would follow, and 
then go to trial and a trial in which we felt his 
defense was hopeless. 

Q. Did Mr. Taylor make any complaint to you 
that he had any defense because of his failure to 
make the full return of income? 

A. Yes, he did. He stated that actually in his 
mind—— i 

Myr. Maxwell: Waull you fix the time and place? 

A. (Continuing) At the meeting that I had on 
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the L7th of February, again, when I came back and 
reported to him and had a meeting following my 
conference with M1. Sager, and that was between 
the 17th and 28th of March, Mr. Maxwell. 

My. Maxwell: Thank you. 

A. (Continuing) Mr. Taylor’s position was at 
all times that he had been careless and he had been 
neghgent in the keeping of his own books and re- 
turns, that he had been extremely busy and that 
many of the small concerns which he had repre- 
sented over a number of years had ballooned, par- 
tiewarly during the war period—mushroomed out— 
and that he was snowed under with work and that, 
therefore, he didn’t feel that he wilfully attempted 
to evade the income [4933] tax, that it was an over- 
sight on his part. He felt very much chagrined that 
he had made the mistake and so stated very clearly 
to me and also to the court at the time that he 
was sentenced. Our position was, however, that, be 
that as it may, here was a man who was a licensed 
public accountant, who has held a Treasury Card, 
or did up until November, JI think November of 
1948, who had been president once or twice of the 
Washington State Public Accountants, who had 
held himself out to the pubhe as a man who wes 
handling tax matters, that we didn’t feel that any 
court or jury could conceive that he did not have 
some knowledge of the failure to report his income 
or prepare lis tax returns properly and we so 
Siated to him, that if he went before a jurv we felt 
he would be convicted and, therefore, our reeom- 
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mendation was that it was an attempt to work out 
an arrangement with the District Attorney whereby 
the five years involved, he would plead guilty to one 
count and the other five counts would be dismissed. 
That was the basis of our decision on the matter. 

Q. (By Mr. Griffin): Then did you confer with 
Mr. Sager and try to work out a program for Mr. 
Taylor? [4934] 

A. I conferred with Mr. Sager as mentioned in 
the letter, that exhibit that was introduced, about 
four or five days following the sending of the letter 
to Tacoma. At that conference I reviewed with Mr. 
Sager the position which we had taken before Mr. 
Patten and Mr. Wisener, and stated it was still 
our position. He commented that he had reviewed 
the file and felt that no jury would find Mr. Taylor 
innocent and that he was going to proceed with the 
matter before the grand jury unless we were will- 
ing to waive indictment and if we did so and go 
without trial he felt that could be worked out 
whereby we could have Mr. Taylor plead guilty to 
one charge out of the five. The years in which he 
was indicted, which I believe was 1942 to 1947, that 
he, Sager, would determine the year for which Mr, 
Taylor would plead guilty. After having that meet- 
ing I then conferred again with Mr. Taylor and 
told him the outcome of it and asked him to think 
over whether or not he wanted to go that route 
or if he wanted to go the other route and try it out; 
that insofar as we were concerned we felt that he 
might be better if he selected additional counsel, or 
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other counsel, by reason of our feeling in the matter. 
About the 28th of February I talked again with 
Mr. Taylor and asked him as to what his [4935] 
position was and he stated that after all he felt that 
he had confidence in our office and in our judgment 
and he was willing that [ work out with Mr. Sager 
1 time and place to meet to carry out the tentative 
arrangements which I had made with Mr. Sager, 
subject to Mr. Taylor’s approval. 

Q. What followed at that particular time? 

A. I called Mr. Sager, or Mr. Sager called me, 
[ don’t recall which, and made a tentative date to 
meet with Mr. Sager in his office March 2, 1950, and 
usked Mr. Sager to prepare the information which 
would charge Mr. Taylor with the five counts and 
fo arrange for us to appear before the Court to 
enter our plea. That was done on March 2nd when 
we went to Tacoma. 

Q. There was also a conference with the proba- 
tion office, Mr. Coventry, at that time? 

A. On March 2nd we drove to Tacoma and met 
in Mr. Sager’s office and we went over the informa- 
tion or the Indictment, as the case may be. 

@. By “we” you mean? 

A. Mr. Taylor and myself. We then went into 
Court and appeared before Judge Leavy, at which 
time Judge Leavy specifically asked Mr. Taylor if 
he had counsel and if he had read over the Indict- 
ment, {4936} and if he was ready to give his answer, 
Which he did, pleading not guilty, I think, to four 
of the charges and pleading guilty to the charge for 
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1943. Following that the Court set bond which, if 
my recollection serves me right, was twenty-five 
himdred dollars and we were instructed by the 
Clerk to meet with Mr. Coventry who was the proba- 
tion officer, or who was known as the pre-sentenc- 
ing officer, in Judge Leavy’s court, and we met with 
hin and went over the information which he desired 
to obtain in behalf of the Court prior to sentencing. 

Q@. Now, as of that date of March 2, 1950, had 
you ever met Hans Forster? 

A. No, My. Griffin. 

@. Ov had you or your office ever had any busi- 
ness dealings with and for the Defendant Hans 
Forster? A. “NO Waa Grifiin 

Q. Now, did the matter of Mr. Taylor’s position 
as in March of 1950 have a tendency to reflect wpon 
his license from the State of Washington to prac- 
tice public accounting? I won’t go into detail with 
that now. You can just state “yes” or ‘ 

A. Yes. . 

Q. Did vou have a conference with Mr. Taylor 
[4937] and his associates in that connection, about 
March 9th? 

A. J don’t recall in March having a conference 
with him. The conference that I recall took place 
in April of 1950, Myr. Griffin. 

Q. Was one of Mr. Taylor’s associates a Mr. 
Benedict? A. @Yesjesia. 

Q. Did you have a conference with Mr. Benedict 
on or about March in the office? 

i. bedids sir: 


‘moO. 
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Q. Was that with the—was Mr. Taylor aware 
of that conference ? As He Was, six. 

@. And what did that involve? 

A. That involved what the position of the sev- 
eral accountants that were associated with Mh. Tay- 
lor would be. They were concerned as to the fact 
that Mr. Taylor had pled guilty to an income tax 
matter of his own and they wondered as to how it 
would refiect upon them in their association with 
Mr. Taylor. 

Q. Later did you advise how they should conduct 
their business; how the office set up should be ar- 
ranged? [4938] 

A. About June 27th or 28th 

Q. (Interposing) Well, I will take it that your 


answer is “yes” to that question. A. Yes. 
Q. Because I want to take it as chronologically 
as [ can. A. Yes; yes, sir. 


Q. Now, was Mr. 'aylor’s civil tax liability also 
involved as well as the eximinal liability ? 
me. “Wes; it’was. There arc a numbet of things 


that become involved after a person has pled guilty. 


One of the things which we were attempting to 
determine from the time the investigation started 
m July of 1948 was the exact tax liability of Mr. 
Taylor, and Mr. Taylor wanted likewise to deter- 
mine that as he wanted to pav it as soon as possible 
for stop the running of interest. When the matter 
was referred, however, to the Department of Justice 
for criminal prosecution the matter then goes out 


of the hands of the Treasury Department and be- 
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comes a matter for the Department of Justice to 
handle and they, under a long established procedure, 
do not allow the taxpayer, until such time as the 
criminal matter is finally determined, to sit down 
and determine the civil lability with the Internal 
Revenue [4939] Department. Thus, when Mr. Tay- 
lor had pled guilty, knowing that he would possibly 
be sentenced for a period of time to the penitenti- 
ary both Mr. Taylor and myself wanted to work out 
as quickly as possible a definite settlement of his 
civil tax liability and starting with Mr. Coventry, 
the probation officer, then with Mr. Sager, who was 
the Assistant District Attorney, or Assistant United 
States Attorney, we attempted to get the final fig- 
ures which the Government had determined to be 
Mr. Taylor’s lability, not that we necessarily would 
agree with them but so that we would have some 
way in which to work out a settlement wherein 
there might be a difference from a factual stand- 
point. This took place, I would say, starting about 
the 10th of March and, frankly, through the time 
up to his actual sentencing. We did get from the 
District Attorney the net figures that were due and 
owing from Mr. Taylor and from his wife for the 
years involved but we didn’t get any breakdown of 
it. We then attempted to get the breakdown from 
the Internal Revenue Department which we cid not 
get, nor have I ever seen. 

Q. Now, in connection with this matter, both of 
the—in the civil liability and the criminal prosecu- 
tion, [49401 were you required to file with the pro- 
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bation officer, United States Probation Officer, a 
statement for Mr. Taylor before sentence ? 
A. Yes, I was. In the—I did file one. I prepared 
one after a lengthy consultation with Mr. Taylor. 
Q@. And did Mr. Taylor go over that statement 
before it was filed? A. We did, sir. 
My. Griffin: Will you mark this for identification, 
please ? 
(Defendants’ Jixhibit A-142 marked for iden- 
tification. ) 
The Clerk: Defendants’ Exhibit Number A-142 
marked for identification. 
Mr. Griffin: By “this” I am referring to a state- 
pment of March 20, 1950. 
Mr. Moriarty: You haven’t offered 141? 
Mr. Griffin: I haven’t offered any of these vet. 
Q. (By My. Griffin): Handing you 142 for iden- 
tification I will ask you if that is a copy of the state- 
|ment you just referred to under date of March 20, 
1950, to the United States Probation Officer? [4941] 
ites It isp sir. 
(Whereupon, there was a brief pause.) 
Mr. Griffin: At this time I offer Exhibit A-39. 
The Clerk: A-139. 
| Mr. LeSourd: No objection. 
} Mr. Moriarty: Except as to materiality the Gov- 
ernment has no objection. The Government feels 
that the entire matter is immaterial. 
The Court: Well, the materiality of this is re- 
| Stricted as the Court indicated yesterday. 
| Mr. Griffin: Yes, sir. 
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Mr. Moriarty: Very well, your Honor. 
The Court: And it may be admitted. 
(Defendants’ Exhibit A-139 admitted in evi- 
denee.) 

Mr. Griffin: And I offer A-140 for identification. 

Mr. LeSourd: No objection. 

Mr. Moriarty: Same objection. 

Tne Court: It may be admitted on the same 
basis. that the matter refers only to the issues as 
outlined to the Jury yesterday afternoon. 

(Defendants’ Exhibit A-140 [4942] admitted 
in evidence.) 

Mr. Griffin: And A-141. 

Mi. LeSourd: No objection. 

Mr. Moriarty: Same objection. 

The Court: A-141 may be admitted on the same 
hasis. 

(Defendants’ Exhibit A-141 admitted in evi- 
dence.) 

Mr. Griffin: And A-142. 

Mr. LeSourd: No objection. 

Mr. Moriarty: Same objection. 

The Court: It likewise is admitted on the same 
basis as A-139 and subsequent admitted exhibits. 

(Defendants? Exhibit A-142 admitted in evi- 
dence.) 

Mr. Griffin: May I refer to the exhibit now, if 
the Court please? 

A-139 is headed: 

‘‘Presentation of Facts and Arguments in Sup- 
not nf Position That TL. Ficks Taylor and Wigaams 
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M. Taylor, His Wife, Are Not Subject to the Pen- 
alties prescribed by Section 141 of the Internal 
Revenue Code for the Taxable Years 1942-1947 
Tnelusive.” [4943] 

Q. (By Myr. Griffin): You have testified that 
this is the statement submitted to the staff, Inter- 
nal Revenue Staff? A. “Chat, 1s corteet. 


Mr. Griffin: There is an opening statement en- 
titled ‘‘Opening Statement,”’ which T will not read 
which is the charge. 

The second page, “The Facts,” paragraph num- 
moe ia idistory of Taxpayer” an detail, ~() 
Schooling.” Referring to the education of Mr. Tay- 
lor. “(c) Business Experience of Taxpayer,’’ in 
considerable detail. “(d) Living Hahits,” on page 
five. ‘“‘(e) Development of Taxpayer’s Accounting 
Practice.’’ “(f) Taxpayer’s Bookkeeping Methods,” 
in detail. ‘“‘(¢) History of Income Tax Examina- 
fion’’: that is by the Agents. ‘(h),’”’ an argument 
of “Substantial Estate Not Required.” And on page 


“nine, under the heading of “Argument,” the argu- 


ment made against the claim of fraud. T would 
hke to read it but it is too long for my present 
yurpose in reading. 

A-140 is the letter from Mr. Sager, Febrnary 15, 
1950, to Mr. Kachlein, advising: 


“The Attorney General has forwarded to me for 


prosecution the investigative file in the above en- 


titled matter.” [4944] 
That is L. Hicks Taylor. 
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“T have reviewed the file and contemplate filing 
criminal charges. 

“The Attorney General suggests that before any 
formal action is taken that I give you an oppor- 
tunity to be heard in behalf of the taxpayer. If 
vou wish, I shall be glad to see you concerning this 
matter prior to taking any definite action. Since 
prosecution will cover the year 1943 charges will 
have to be filed prior to March 12. So, if you plan 
to see me, you should arrange to do so prior to that 
time. Yours very truly, Harry Sager, Assistant 
United States Attorney.” 

To which A-141 is the reply of Mr. Kachlein of 
February 17th, arranging for the appointment. 

A-142 is Mr. Kachlein’s letter to Mr. Coventry, 
United States Probation Officer, March 20, 1950, 
setting out on pages one and two references in be- 
half of Mr. Tavlor, and that goes over to the middle 
of nage three. Beginning at the middle of page 
three the statement of assets and liabilities of Mr. 
Tavlor, total of $204,907.80. The next page in eN@ 
nianstian af matters involved as of Mareh 20, 1950. 

QO. (Bv Mr. Griffin): Now, when was the—was 
a time arranged. was a time arranged for the sen- 
tence of Mr. Taylor? 

A. As of this date, no, Mr. Coventry at the time 
we had our original meeting, stated that normally 
an investigation such as would be conducted on 
behalf of the Court would take anywhere from six 
weeks to two months, that we might anticipate 
somewhere oround Mav Ist as the sentencing date: 
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Later on the date was set but that was a week 
before actual sentencing was had which was April 
Bo, 1950. 

Q. As of-— 

My. Griffin: Strike that. Will you mark these 
two letters as one exhibit, the top one March 31, 
1950? 

The Clerk: Defendants’ Exhibit Number A-143 
marked for identification. 

(Defendants’ Exhibit A-143 marked for iden- 
tification.) 

Q. (By Mr. Griffin continuing): Handing you 
Exhibit A-1438 for identification I will ask you if 

the first letter dated March 31, 1950, is a letter to 
you from Mr. Sager in this matter? 

me A. Yes, it is, sir. [4946] 

' @. And the second letter is a copy enclosure 
with that letter under date of March 29th, a letter 
‘from Mr. Stockton to Mr. Sager? 

A. Yes, it is, sir. 

Mr. Griffin: T will offer A-143 for identification. 

Mr. Moriarty: Same objection. 

Mr. LeSourd: No objection. 

The Court: It will be admitted as the immedi- 
ately preceding exhibits have heen admitted and 
line Comt again advising the Jury that this matter 
relates not to the charge contained in the Indict- 
ment but the issue as outlined to the Jury vester- 
day. 
| (Defendants’ Exhibit A-148 admitted in evi- 

dence.) 
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Mr. Griffin: The first letter from Mr. Sager to 
My. Kachlein is dated March 31, 1950, and bears a 
stamp received April 1, 1950, which states that it 
is enclosing a statement from Mr. Stockton of the 
tax unit in regard to the outlined deficiencies and 
liabilities of Mr. Taylor for the years referred to 
in Mr. Stockton’s letter, being 1942 to 1947, giving 
the claimed deficiency and the penalties claimed 
for each of those years. The total is not stated in 
the letter. [4947] 

@. (By Mr. Griffin): These figures, or the pen- 
cil figures, Mr. Kachlein, do you know whose those 
are? 

A. Those are in my handwriting, sir. 

@. And represent the total of the claim? 

A. The total of the deficiency, the total of the 
penalty, and the total of the six per cent or the 
penalty under Section 294. 

Q. A total as of that date claimed bv the Gov- 
ernment of $52,257.68 ? 

A. That is right, if my addition is right. 

Q. Yes, sir. Now, the date of this letter is 
March 31, 1950, and the receiving stamp is April J, 
1950. Now, when did you first meet Hans Forster? 

A. I met Hans Forster on March 30, 1950, at 
my office. 

Q. When first did you have knowledge, that is, 
in any professional way, of an individual by the 
name of Hans Forster, in connection with this mat- 
ter? 
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A. I don’t quite understand ‘‘in connection with 
this matter.”’ 

Mr. Griffin: J will withdraw that question. 

Q. (By Mr. Griffin continuing): Will you state 
to the Jury what occurred and how you happened 
to meet Mr. Forster? A. ¥es, I will. 

Q. If you will. 

& On thee29th of March 1950, Mr. Taylor 
ealled me by telephone and stated that he wanted 
to have a conference with me and to meet a Mr. 
Hans Forster as Mr. Forster had some corporate 
‘minutes or corporate records to discuss. Prior to 
that time, however, I had heard of Mr. Forster from 
| Mr. ‘Taylor over a period of, well, I would say 
several years. By that I mean probably two years. 
' He had talked from time to time with me ahout 
| the various people whom he did work for and took 
ereat. pride in representing a Mr. Forster and Mr. 
Horster’s businesses so that I did know of Mr. For- 
ster but I had never met him in person nor did I 
have anything from a legal standpoint to do with 
him until the following day, which was March 30, 
£1950. In addition I had heard about Mr. Forster 

from a Mr. Clarence Hagstrom, the chap who 
| testified earlier in the ease. Mr. Hagstrom is an in- 
| surance man and Mr. Hagstrom had talked to me 
at one time in 1949 stating [4949] that he had been 
doing some work for a Mr. Forster and was hope- 
ful that sometime he might bring him to our office 
as he felt he needed some assistance in forming 
some family trust and an insurance program. 


255 Hans Forster vs. 


(Testimony of George F. Kachlein, Jr.) 

Mr. Moriarty: This is a point unresponsive and 
entirely unrelated what Mr. Hagstrom said to him. 

Mr. Griffin: I will proceed. 

The Court: I believe that is correct. 

Q. (By Mr. Griffn): With the conference with 
My. Taylor 

Mr. Moriarty: (Interposing) I move that that 
part referring to Hagstrom be stricken. 

Mr. Griffin: I asked the question originally and 
I think Mr. Kachlein was answering whether he 
heard of Mr. Forster. 

The Court: I think the portion relating to Mr. 
Hagstrom’s conversation should be stricken. 

Mr. Kachlein: Sorry, your Honor. 

Q. (By Mr. Griffin continuing): Now, Mr. Tay- 
lor called you for a meeting with Mr. Forster? 

A. Yes, sir. 

(). And when was that conference held? 

A. That conference was held the following day 
on [4950] March 30, 1950. 

@. And who was present? 

A. Mr. Forster and Mr. Taylor and myself. 

Q. Was that the first time, March 30, 1950, that 
you ever personally met Hans Forster? 

A. ‘To the best of my knowledge and recollection 
it certainly is. 

Q. It is the first time, so far as you know, that 
Mr. Hans Forster had any professional business in 
your office? A. Yes, sir. 

@. With your firm, I mean? 

A. With our firm or myself. 
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Q. Had Mr. Taylor brought you, in October or 
November, 1949, or at any time prior to March 30, 
1950, any books or records of any of Mr. Forster’s 

enterprises, I‘instad and Utgard or any others? 
No, sir. 

Had you ever heard of Finstad and Utgard? 
No, sir. 

Until March 30, 1950? 

That is correct. 


And did this conferenee on March 30, 1950, 
pith Mr. Forster have anything to do with [4951] 


LOPOPOPs 


taxes ? A. It did not, sir. 


Q. What was the business for which Mr. Taylor 


‘brought My. Forster to your office? 


| 
| <A. There were two phases to it. One was a gen- 
: « e 

eral resume of the businesses which Mr. Forster 


owned, or had an interest in. He told me that 


Q. (Interposing) Let me stop you there for a 
moment. Did you make a memorandum at the time 
of this first meeting with Mr. Forster? 


{ 


' <A. I made a pencilled memorandum as he was 
talking and converted it into a typewritten mem- 
orandum, I believe, on April 1, 1950. 

@. Was that the usual practice by you and your 
firm in dealing with a new client, or possible client ? 

A. Yes. We tried to do it particularly where 
there were a number of items discussed in which 
| some of them were substantial in nature. 

Mr. Griffin: Will you mark this memorandum 
for identification, please? 
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The Clerk: Defendants’ Exhibit Number A-144 
marked for identification. 

(Defendants’ Exhibit A-144 marked for iden- 
tification.) [4952] 

Q. (By My. Griffin): Handing you A-144 for 
identification, is that your office copy of the memo- 
randum made at that time, one of the office copies? 

A. Yes, it is; it is the origmal. 

Q. Now, will you proceed to tell the Jury the 
nature of that conference and its purpose? 

A. As I started to say, it was in two phases 
One was to give me a general picture of Mr. For- 
ster’s holdings. It started out by telling about his 
interest in Alpine Dairy, Issaquah Creamery, Al- 
pine Ice Cream Company, Finstad and Utgard, 
Puyallup Creamery or Simonson and Forster as it 
has been used here, Renton Ice and Ice Cream Com- 
pany, the general nature of the business and of 
these businesses and the ownership which Mr. For- 
ster had in them, the purpose being to give us a 
general idea of his operations so that in the event 
any matter came up during the time that Mr. Taylor 
was serving sentence, if he was required to do so, 
that someone would have some legal knowledge in 
general of his holdings. Furthermore, to provide 
for an assistant secretary or assistant treasurer for 
these companies as Mr. Taylor was assistant—as 
Mr. Taylor was either secretary or treasurer of 
these companies, [4953] or both, so that someone 
would be on hand with which to take care of the 
normal, routine work that needed to be done and 
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also at the same time was brought in the Iinstad 
and Utgard matter with regard to the acquiring 
from Mr. Croson, an attorney, of certain stock 
which had been placed in eserow with him which 
has been testified to in this matter before for us 
to prepare the necessary papers to get the stock 
out of escrow. 
Q. The Finstad and Utgard stock as of that time 
had been paid for and the matter now closing 
A. (Interposing) I was told that it had been 
paid for and that all that needed to be done was 
to obtain the stock from Mr. Croson. I called Mr. 
'Croson at that time. He said he would have to get 
the file out and call me back later. 
Q. Now, you say that Mr. Taylor attended this 
conference with Mr. Forster? 
- A. Oh, yes, he brought him in, sir. 
Q. Was Mr. Taylor on bond, out on bail bond 
awaiting sentence at that time? 
A. He was, sir. 
— Q. From whom did you obtain most of your In- 
formation in this conference, or was it from both, 
or how? [4954] 
A. Well, the information was obtained from 
pvr. Taylor insofar as the holdings were concerned 
and a general picture of the financial set up of 
'these corporations. I was amazed to find, frankly, 
‘the size of the businesses. 
Mr. Griffin: IJ offer in evidence Exlnbit A-144. 
Mr. LeSourd: I will object to this one, vour 
/Honor. He has outlined in detail 


2462 Hans Forster vs. 


(Testimony of George F. Kachlein, Jr.) 

My. Griffin: I will not urge it. 

Mr. Moriarty: We haven’t seen it, your Honor. 

Mr. Griffin: I am sorry. 

The Court: You are withdrawing your offer? 

Mr. Griffin: Yes, your Honor, I will withdraw 
the offer. 

Q. (By Myr. Griffin): What was stated to you 
by Mr. Forster or Mr. Taylor at that time, if you 
ean segregate one from the other, as to the stock 
ownership of Finstad and Utgard? 

Mr. LeSourd: Objected to as irrelevant and 1m- 
material. This is 1950, your Honor. This is going 
heyond now the whole subject of this phase of 
[4955] the case. 

The Court: I don’t know what the purpose of 
it is. As to the issues involved in the charge it 
wold not have any connection. 

Mr. Griffin: Tt goes to the credibility of Mr. Tay- 
lor here in statements made; this one particularly. 

The Court: T will overrule the objection and 
eonsider a motion later and T will advise the Jury 
that testimony regarding Finstad and Utgard is 
not to he considered in connection with the charge 
of tax evasion as set forth in the Indictment. Yow 
may proceed. 

A. TI was advised by Mr. Taylor that the owner- 
ship in Finstad and Utgard was one hundred per 
cent Mr. Forster as of that date, sir. 

Q. (By Mr. Grif): “Yesy sir? wi 

The Court: (Interposing) Again, Members of 
the Tory. inet so that it is clear, all this testimony 
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has a bearing on the eredibility of either Mr. For- 
ster or Mr. Taylor. 

Q. (By Mr. Griffin continuing): Now, on or 
about April 4, 1950, did you have—do you recall a 
conference with [4956] Mr. Taylor in regard to his 

license in the State of Washington? 
ew Ledowsir. 

Q. And will you tell the Jury did you have a 

conference with him about it? 
A. I don’t recall whether it was a conference 
| or a telephone conversation but Mr. Taylor did ad- 
vise me that he had received a letter from the State 
| Accounting Board whereby they had notified him 
that his license was suspended and that if he de- 
sired to have a hearing on the matter he could do 
so. Mr. Taylor asked me what rights, if any, he 
“would have with respect to the practicing of ac- 
counting in the event of the suspension of his h- 
cense and what action he could take as of that 
time with regard to a hearing. We—TI think that is 
about all that took place at that date, sir. 

Q. Will you follow through as to that as to any- 
thing you did in that connection in behalf of Mr. 
‘Taylor as to the license? 

_ A. Yes. I checked the statute, or had one of the 
‘men in the office check the statute, to find out what 
‘rights he had both as to a hearing and as to prac- 
ticing even though a suspension was under way, 
and advised Mr. Taylor of that. Furthermore, I 
was [4957] contacted by Mr. Comer, C-o-m-e-r 
(spelling) I believe is the spelling of it, who was the 
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Secretary of the State Accounting Board, and he 
asked me if Mr. Taylor would desire to have a 
hearing as of that time and what the status of his 
case was with respect to the Government. That is, 
the United States against L. Hicks Taylor. I ad- 
vised him. Mr. Taylor and I discussed it further 
and following that I wrote to Mr. Comer in behalf 
of Mr. Taylor, with Mr. Taylor’s approval, advis- 
ing him of the position of Mr. Taylor, namely that 
we desired that we have a hearing subsequent to 
the time that final action was had on the sentencing 
of Mr. Taylor before Judge Leavy and that when 
the matter was finally determined in his criminal 
ease then we would like to have the hearing. 

©, Was that arranged? Were you endeavoring 
to arrange it so that Mr. Taylor could personally 
annear before the Board, or whatever it is, in his 
own behalf? A. That is correct. 

Mr. Griffin: Will you mark this? 

The Clerk: Defendants’ Exhibit Number A-145 
marked for identification. 

(Defendants’ Exhibit A-145 marked for iden- 
tification.) [4958] 

Q. (By Mr. Griffin): And that, of course, could 
not be done while he was at McNeil Island? 

AS Thatisrcorreer 

Q. And is that what Mr. Taylor wanted to do; 
to make a personal appearance? 

A. He certainly did. 

Q. Handing you Exhibit A-145 for identification 
IT will ask you if that is your office copy of April 
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18, 1950, to the State Board of Accountancy, atten- 
tion Mr. Comer, in regard to this matter? 

m. Yes, it is. 

Q@. And was a definite arrangement made that 
no hearing would be had in regard to the suspen- 
sion of Mr. Taylor, or any petition for reinstate- 
ment until after he had terminated his sentence? 

A. No, at that time there was no arrangement 
along that line, Mr. Griffin. The only understanding 
that we had was to the effect that he would be 
given the opportunity to attend and be heard at 
a hearing after the case of United States against 
‘Taylor was finally determined, and that was not 
ibnly after consultation with Mr. Comer, but also 
with another member of the State Accounting 
Board. [4959 | 
| Mr. Griffin: I offer A-145. 
| Mr. LeSourd: No objection. 
| Mr. Moriarty: Except our usual objection, your 
Honor, that it is immaterial and entirely outside 
‘the issue. 
| The Court: The objection may show on the part 
fof the Government. There being no objection from 
Mr. Taylor it may be omitted. 

(Defendants’ Exhibit A-145 admitted in evi- 
dence.) 

My. Moriarty: We have inspected 144 and except 
for the same objection we have no objection. 

My. Griffin: Well, on Counsel's objection I with- 
drew the offer of A-144. That was Mr. LeSourd’s 
objection. 


| 
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Exhibit A-145 is dated April 18, 1950, attention 
Mr. Roy C. Comer. I read the last paragraph: 

‘‘Tt is the understanding of the undersigned and 
Mr. Taylor that this suspension shall remain in 
effect until final action is taken by the U.S. Dis- 
trict Court in the Case of United States vs. L. 
Hicks Taylor, No. 16043, and that after such action 
is taken by said Court, the matter will then be up 
for further consideration by [4960] your Board, at 
which time Mr. L. Hicks Taylor will be afforded 
the opportunity of a hearing. In the meanwhile 
however, his license to practice as a Licensed Pub- 
lic Accountant is suspended.” 

Q. (By Mr. Griffin): Now, on—did you have a 
conference on or about April 17, 1950, with Mr. 
Coventry the Probation Officer in regard to Mr. 
Taylor and the contents of a letter which you had 
written him, which is in evidence? 

I did, sir. 
As Exhibit A-142? 
I did, sir, in Tacoma. 
And did you also confer with Mr. Sager? 
I did, sir, at the same time in Tacoma. 
Then on or about April 18, 1950, was—did 
you, as attorney for Mr. Taylor, arrange with Mr, 
Sager for the sentencing of Mr. Taylor? 
A. Yes, I did. 
Q. And do you recall what date that sentene 


OPoror 


was to come on? 
A. Tt was to come on April 25th at 10:00 a.m. in 
the morning, 1950, 
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@. In connection with the matter of sentence 
on April 18th, do you recall any conference with 
Mr. [4961] Taylor? 
® A. I don’t know whether it was at that exact 
date or not but I had a conference with him be- 
eause I had to prepare a statement that would be 
fmade in his behalf at the sentencing on the 25th. 

@. And did you go over with him the matter 
of the statement that you would make and that he 
would make to the eourt ? A. al did, si 

Q. And was the statement that he was to make 
satisfactory to you as his attorney and the one that 
you were to make satisfactory to him as vour client? 

A. So far as I knew, Mr. Griffin. 

Q. Now, between April 18th and 19th and the 
‘date of sentence, April 25th, did you prepare a will 
for Mr. Taylor? 

ee iid sir, about the 22nd Sf April, ws I 
recall. It was executed in my office on a Saturday 
morning. 

_ Q. Now, on April 24th, the day before the sen- 
tence, did vou have a conference with Mr. Tavlor? 
A. JT don’t know whether T had a conference 
with him era telephone eall. Mr. Griffin. I do know 


that J had one or the other, sir. 

Q. Was there a Mr. Hall in vour office? [4962] 

A. Yes, there was, Ford Hall. 

@. Does that refresh vour recollection as to any 
conference or telephone call? Be Trees. 
@. All right. Now, on April 25th what occurred ? 
A. On April 25th I 
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@. (interposing) Let me stop you there, before 
I go to April 25th. 

Detween the time of your first introduction to 
My. Forster on March 29, 1950 or Mareh 30th— 
March 30, 1950, and April 28th, during that ap- 
proximate month, did anything arise as between 
you and Mr. Taylor in connection with any tax 
matter of Myr. Forster? 

A. Yes, there was one item that was called té 
my attention, scmewhere between the 20th and the 
25th of April, which dealt with the stock ownership 
of Finstad and Utgard and had relation to taxes. 
I had 

@. (Interposing) Well, I won’t ask you for any 
detail in that regard. That is the one item that 
arose ? 

A. That and the subsequent item was, as I re 
eall, the afternoon of April 24th, the day [4963] 
before the sentencing. I did contact Mr. Taylor by 
telephone with respect to a telephone call I had had 
from Mr. Forster dealing with the investigation. 

@. All right; will you relate that? That is the 
incident I want you to relate to the Jury at this 
point. 

Mr. Griffin: Mr. Moriarty says it is recess. 

The Court: All right. Ladies and Gentlemen of 
the Jury: We will now take the mid-morning recess 
and the Court calls your attention to the admoni- 
tion given you on similar occasions and asks that 
you heed it on this oceasion. 

You may now be excused. 
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(Whereupon, the Jury retired from the 
courtroom. ) 
(Whereupon, at 11:01 o’clock, a.m., a recess 
was had until 11:17 o’clock, am. May 6, 1954, 
at which time, Counsel and Defendants here- 
| tofore noted being present, the following pro- 
ceedings were had, to-wit:) 
The Court: You may call the Jury. 
(Whereupon, the Jury was returned to the 
courtroom. ) 
The Court: You may be seated. [4964] 
It is stipulated that the Jury and all Defendants 
| are present m the courtroom ? 
Mr. Griffin: Yes, your Honor. 
Mr. Moriarty: Yes, your Honor. 
' The Court: You may proceed, Mr. Griffin. 
| OME MeeGrifin continuing) )xeshethink, Mr. 
- Kachlein, you were dealing with April 23rd, or 
| April 24th, just before the sentence on April 25th 
~ and you had had a telephone eall from Mr. Forster. 
_ A. That is correct. 
mM @. What date was that? 
— <A. That was on April 24, 1950. 
Q. And that would be the Monday before the 
sentence on Tuesday then? 
) <A. That is right. 
© Q. What was that call? 
m A. Mr. Forster called and advised me that a 
Treasury Department Agent had contacted him, a 
Mr. Marx, stating that he desired to examine the 
| books and records of Mr. Forster and certain of his 


| 
| 
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companies and that he had related that information 
to Mr. Taylor—to Mr. Taylor and that Mr. Taylor 
had stated, in effect, that they couldn’t examine 
the books [4965] while Mr. Taylor was away as 
Mr. Taylor was the one that had them and knew 
all about the matter and that he didn’t see how 
that could be done. Mr. Forster stated that he was 
disturbed about that position and what did I think 
about it. I told him that if the Government had 
determined to examine the books and records they 
were going to be examined and that something 
should be done to see that that was carried out 
immediately and that I would call Mr. Marx, pro- 
viding it was satisfactory with Mr. Forster, and 
arrange for a date for a meeting to discuss it with 
him. 

Mr. Forster stated it was satisfactory to him and 
that he was terribly concerned and didn’t know 
which way to turn. I made the suggestion that it 
might be handled by employing a firm of account- 
ants to look into the matter and assist him in the 
event of an investigation by the Government. 

That was the conversation, in effect, that I had 
with Mr. Forster. 

Q. Did Mr. Mars advise you they were investi= 
gating all the accounts of Mr. Taylor? 

Mr. LeSourd: Objected to, your Honor, on the 
grounds this is not a conversation with Mr. Marx. 

The Court: Objection sustained. 

Q. (By Mr. Griffin continuing): Did you talk 
to Mr. Taylor about Mr. Forster’s call? 
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A. Yes. I called Mr. Taylor that afternoon. I 
had two things in mind. One was Mr. Forster’s call 
and the other was to be set for the next day going 
over there. And then in discussing Mr. Forster’s call 
{ told him the conversation I had had and told him 
I didn’t think we could postpone the examination 
until such time as he would return from prison 
and we didn’t know at that time what his sentence, 
if any, would be. Therefore, I asked him to con- 
sider whether or not we should employ, in behalf 
of Mr. Forster, an accountant and discussed with 
him the possibility of taking some national account- 
ing firm and that we would diseuss it further as 
we went to Tacoma the next day. 

Q. At about that time was a conference arranged 
with Mr. Marx? 

A. I called Mr. Marx that afternoon also and 
told him I had had the conversation with Mr. For- 
ster and as I was going to Tacoma the next day on 
the Hicks Taylor case I would appreciate it if we 
could have the conference the following day and it 
was arranged [4967] for ten o’clock in my office on 
Wednesday, April 26, 1950, which was satisfactory 
to him. 

Q. Did you drive Mr. Taylor to Tacoma on 
April 25th ? 

Pheewtcael didi I picked Mr. Taylor up at his 
home and took him to Tacoma. Our appearance was 
set for ten o’clock in Judge Leavy’s court in Ta- 
coma. 

Q. Now, on the way over did you have any dis- 
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cussion with Mr. Taylor about this contemplated 
investigation by the Government of Mr. Forster’s 
tax matter? 

A. Yes, we had quite a lengthy conversation 
about it. It dwelt first on how the investigation 
would be handled in behalf of Mr. Forster. I told 
him I felt it was essential that we employ a reput- 
able well-known national accounting firm to handle 
this matter by reason of the size of the operation 
due to the fact that Mr. Taylor who had been han- 
dling the books was not going to be there and sug- 
gested several names of national firms. Mr. Tay- 
lor, after listening to the suggestions that were 
made, indicated that he would prefer to have the 
firm of Touche, Niven, Bailey and Smart, the pres- 
ent accountants that Mr. Forster has, for two rea- 
sons: [4968] 

One was that My. Alkire, who was one of the 
senior men in the firm, was formerly a government 
man and knew the routine of examination conducted 
by the government; and the second thing was that 
Mr. Tremper was on the accounting board and 
maybe by turning over some business to him of 
this nature it would help, by helpful, to him when 
his ease on suspension would again be heard before 
the accounting board and we agreed mutually that 
T should recommend to Mr. Forster in behalf of 
Mr. Taylor and myself that that firm be employed 
and that firm carry out the investigation work in 
behalf of Mr. Forster and the accounting work. 

We discussed how the work could be carried out. 
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Mr. Taylor took the position—he felt—that even 
if they did come in, true they could keep the books 
and records going but insofar as the previous years 
were concerned it was going to be difficult for them 
to understand the transactions that had been going 
along but that he had taken out to Issaquah Cream- 
ery all the books and records and working papers 
that he had in his office and they would be there 
and available for their use in connection with the 
investigation. 
@. By “their use’, who do you mean? [4969] 
A. The accountants, any person who needed to 
' go into the records to determine whether or not the 
taxes were properly reported. 
@. By the way, had you up to that time, which 
is now April 28th 
A. (Interposing): 25th. 
Q. (Continuing) :. 25, 1950, had you ever 
seen any of the books, records, working papers, or 
-anything else of Hans Forster, Issaquah Creamery, 
Alpine Dairy? 
A. No; none whatsoever with the exception of, 
I believe, the minute book and stock book of Fin- 
stad and Utegard. 
@. And when did you first see the minute book 
and stock book of Finstad and Utgard? 
_ A. Well, I know it was not earlier than March 
‘30th and I am quite sure in my mind that they were 
brought in that date. It may have been a day or 
ap later. I am not certain of that. 
Q. March 30th 


: 
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A. (Interposing): March 30, 1950, sir. 

Q. Now, at Tacoma at the time of sentence did 
Myr. Taylor make a statement in his own behalf of 
the nature you had gone over with him before? 

A. Yes, he did, sir. [4970] 

@. Did he state he was very negligent in keep- 
ing his own records, and careless? 

A. Yes, he did. 

Q. And did you make a statement in his behalf? 

A. Yes, I did, sir. 

Q. And was that in part upon the same basis 
that Mr. Taylor had made his statement? 

A. Yes, it was in part on that, yes, sir. 

Q. Now, Mr. Taylor was sentenced that day? 

A. He was sentenced that day, sir. 

Q. Now, when you returned to Seattle, did you 
eontact Mr. Forster in relation to this matter of 
the investigation and accounting? 

A. I did, sir, and gave him a report of our con- 
versation. That is, the conversation between Mr. 
Taylor and myself with respect to the accounting 
firm of Touche, Niven, Bailey and Smart. 

Q. And did you receive any—— 

Mr. Griffin: Strike that. 

Q. (By Mr. Griffin continuing): Did Mr. For- 
ster advise you what he determined to do with ref- 
erence to the employment of accountants then? 

A. He said inasmuch as Mr. Taylor and I ap- 
proved [4971] the accountants for me to go ahead 
and contact Mr. Tremper’s office to see if they 
would be available to take on the job. 
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Q. Then Mr. Forster did employ the account- 
ants? ie That is eight, <i 

Q. Then there was this conference that has been 
testified to here between Mr. Marx and the account- 
ants and, I think, yourself and Mr. Forster on 
April 26, 1950? A. Yes, sir. 

Q. Insofar as on that same date do you recall 
anything that you did in behalf of Mr. Taylor in 
regard to his civil jiability? 

A. Yes. As of that date I received a letter from 
Seth Stockton, who was then the Internal Revenue 
Agent, requesting extension of time for the deter- 
mination of tax liability of Mr. and Mrs. Taylor 
and I believe I wrote him a letter on or about that 
date advising him that Mr. Taylor was at McNeil 
Island serving sentence but if he would forward 
the request over there, as it has to be signed by the 
taxpayer himself, I was sure he would do so. 

Q. Now, was there any time limit involved in 
this matter of trying to protect Mr. Taylor in his 
[4972] personal income tax, on the civil side I 
mean ? 

A. Yes, there were several things. One which 
was pending at that time was a ninety day letter 
had heen received by his wife, Mrs. Taylor, for 
the years 1946, and I believe 1945. Now, a ninety 
day letter, J mean by that a notice of an income 
tax deficiency wherein the taxpaver is given a 
period of ninety days with which to file a protest, 
or a petition, before the Tax Court of the United 
States for a determination of the tax and time was 
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running out with respect to that. Secondly, interest 
was accruing on the unpaid portion of the tax 
deficiency and both Mr. Taylor and myself recog- 
nized there was substantial deficiencies. We were 
trying to get those straightened out to stop the run- 
ning of the interest payments. 


Q. Were you able—did you eventually file for 
Mr. Taylor and Mrs. Taylor a petition or protest 
in regard to the taxes? 


A. Yes; in the month of May, the latter part of 
it, I filed a petition before the Tax Court in behalf 
of Mrs. Taylor to redetermine her tax liabilities 
for the year 1945 and 1946, and in the. month of 
June I prepared and had Mrs. Taylor and Mr. 
Taylor execute petitions to the Internal Revenue— 
not petitions but [4973] protests—to the Internal 
Revenue Agent with respect to the income tax lia- 
bilities for the years 1942, 1943, 1944, 1947, and for 
Hicks Taylor for the years, the same years, together 
with 1945 and 1946. There was quite considerable 
correspondence between myself and Mr. Stockton, 
the Internal Revenue Agent, with respect to at- 
tempting to get a delay to file the protest until Mr. 
Taylor had returned, and on his instructions he 
told me to do the best I could with what informa- 
tion I had available and that when Mr. Taylor 
returned from prison that he would then have an 
opportunity to file a supplemental protest. 


It was a matter that had gone on in correspond- 
ence between the latter part of March, 1950, and 


Umted States of America 2477 


(Testimony of George IF. Kachlein, Jr.) 
until these petitions had been—and protests had 
been—filed the latter part of June, 1950. 


Q. With Mr. Taylor at McNeil Island were you 
able to get all the information that you required 
for a complete—what would ordinarily be a com- 
plete—protest or petition? 

A. No. I attempted to get that. I went out one 
afternoon either in the latter part of May or the 
first part of June and met with Mrs. Taylor and 
asked—— 

Q. (Interposing): At their home? [4974] 

A. At their home, and asked Mrs. Taylor to go 
through Mr. Taylor’s papers, of if I could go 
through them, to find out if there were some work 
papers and books in connection with his income tax 
returns, as he had worked up figures, to try and 
determine his eventual hability and I obtained from 
her, if my memory serves me right, his cash book, 
or journal, whatever 1t may be called, or time book, 
and his working papers—oh, I would say they were 
twenty, maybe twenty, sheets—and took them back 
to the office with me and went through those to try 
and figure out what the taxes were that he felt 
that was due and owing. I couldn’t do that so [ 
filed what is known as a skeleton-type protest. It is 
one where you protest the amount and give very 
simple reasons but you don’t give any basic figures 
because I didn’t have the facts. 


Q. And that skeleton protest was filed awaiting 
for you to get the information to file a real one? 
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A. That is correct and with the full approval 
of Mr. Stockton. 

Q. Now, these papers that you went out to Mr. 
Taylor’s home and conferred with Mrs. Taylor 
about, do I understand those were the personal 
papers [4975] of Mr. Taylor dealing with his own 
personal income tax return? 

A. Yes, Mr. Griffin. 

Q. Did they have any relation of any kind, na- 
ture or description to the examination of Mr. For- 
ster? A. None whatsoever, sir. 

Mr. Griffin: Will you mark these three letters 
as one exhibit, please? 

The Clerk: Defendants’ Exhibit Number A-146 
marked for identification. 


(Defendants’ Exhibit A-146 marked for iden- 
tification.) 

Q. (By Mr. Griffin): Handing you Exhibit 
A-146 for identification I will ask you if the first 
is the letter of May 2, 1950, from Mr. Stockton, 
Internal Revenue Agent in Charge, to Mr. Taylor 
dealing with this matter? 

A. Yes, it is. 

Q. The second letter of May 2, 1950, is a dupli- 
cate of the first letter, is it not? 

iA. No, it is not. It has a different date in here 
for the years involved. 

Q. The years involved, but also to Mr. Stockton 
—or Mr. Taylor? [4976] 

A. It is identically worded otherwise. 
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Q. And the third letter for the same date from 
Mr. Stockton to Mrs. Taylor? 

A. That is right. 

Q. These are familiarly known as the thirty- 
day letters in which you have thirty days to protest? 

A. That is right, sir. 

Q. And if you don’t—— 

A. (Interposing): I believe that is. I didn’t 
read the full context of it. 

Mr. Griffin: I offer A-146. 

Mr. Moriarty: Same objection, if your Honor 
please. It is entirely immaterial. 

The Court: No objection from you, Mr. LeSourd ? 

Mr. LeSourd: No objection. 

The Court: There being no objection from Mr. 
Taylor’s Counsel the exhibit will be admitted on 
the same conditions as similar exhibits heretofore 
admitted. 

: (Defendants’ Exhibit A-146 admitted in evi- 
dence. ) 
The Clerk: Defendants’ Exhibit Number A-147 
admitted in evidence. 
(Defendants’ Exhibit A-147 [4977] marked 
for identification.) 
| Q. (By Mr. Griffin): A-146 closes: “Your at- 
tention is called particularly to that part of the 
above-identified letter advising you that if no re- 
sponse is received within the 30-day period, a sta- 
tutory notice of deficiency will be sent you.” 
~ Una is corfect: 


| Q. Handing you Exhibit A-147 I will ask you 
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if that is a letter from Mr. Taylor to you dated 
May 3, 1950? 

A. Yes, it is, which I received on May 6th. 

The Clerk: Defendants’ Exhibit Number A-148 
marked for identification. 

(Defendants’ Exhibit A-148 marked for iden- 
tification. ) 

Mr. Griffin: I offer A-147. 

Mr. Moriarty: Same objection. 

The Court: 148? 147? 

Mr. LeSourd: No objection. 

The Court: A-147 may be admitted. 

(Defendants’ Exhibit A-147 admitted in evi- 
dence. ) 

Mr. Griffin: May I read this letter, if the Court 
please? 

A-147 is dated May 3, 1950, and shows a [4978] 
stamp received May 6, 1950, from L. Hicks Taylor 
to George F’. Kachlein, 600 Central Building. 

‘‘Dear George: 

“The boys are getting pretty swift now that I 
am over here, guess they are afraid of their caleu- 
lation because they know they cannot substantiate 
their figures. Hope you can extend this thirty day 
letter so we can prepare a definite protest which 
will knock their figures in a cocked Hat. When I 
receive these letters they make you boil two days 
after I am committed here. 

‘‘Do we not have any rights until our release 
from here. 

“YT mailed you 872 last night and this tonight, 
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so now George give them everything you have and 
extend the time so I can prepare a definite protest 
and make the boys sweat a httle too like I am. Get- 
ting along alright here, turning farmer alright. Give 
my regards to everybody. Ticks.” 
Q. (By My. Griffin): That 872 is that a form? 
A. That is a form consent for extension of time. 
Q. Handing you Exhibit A-148 for identifica- 


tion I will ask you if the first is your office copy 
of a letter of May 8, 1950, to Mr. Stockton? 


A. It is, sir. [4979] 
Q. And the second letter from Mr. Stockton to 


you of May 9, 1950? 


ATi may sir. 
@. And the third, office copy, your letter to Mr. 


Stockton, June 7, 1950? vA. wilt is. 
Q. Next office copy, your letter to Mr. Taylor, 
June 9, 1950? ae TCRIS 


Q. And the last copy your letter to Mr. Cavanah, 
Supervisor, Classification & Parole, McNeil Island, 
re Hicks Taylor, June 19, 1950? 

my. Wiis, sir. 

@. All dealing with this matter to which you 
have been testifying? 

A. It is, sir. They are, rather. 

(Whereupon, there was a brief pause.) 

Mr. Moriarty: Are they offered, Mr. Griffis? 

Mr. Griffin: I am offering them now. 

Mr. Moriarty: Same objection. 

Mr. LeSourd: No objection. 

The Court: There being no objection from Mr. 
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Taylor’s Counsel the Court will admit the exhibit 

on the same ground and for the same purpose 

[4980] as those admitted earlier this morning. 
The Clerk: That is A-148, your Honor? 


The Court: That is A-148. 


(Defendants’ Exhibit A-148 admitted in evi- 
dence. ) 


Mr. Griffin: A-148, the first letter, May 8, 1950, 
from Mr. Kachlein to Mr. Stockton seeks additional 
time for filing the protest and explaining condi- 
tions why. 

The second letter is from Mr. Stockton dated 
May 9, 1950, to Mr. Kachlein in regard to the mat- 
ter of extension and directing that that be filed by 
June 7th and then consideration be given to addi- 
tional time for a full hearing on the petition. 

So, on June 7, 1950, Mr. Kachlein to Mr. Stock- 
ton, dealing with the telephone conversation for 
additional extension. 

June 9, 1950, Mr. Kachlein to Mr. Taylor: 

“Dear Hicks: 

“Am enclosing herewith Protests which I have 
prepared in quadruplicate for your signature. You 
will note that there are two sets of Protests, one 
covering your individual income tax returns for the 
years 1942, 1943, 1945, 1946 and 1947, and the other 
covering the joint return [4981] of von and Mrs: 
Taylor for the year 1944. 

“Will you kindly review these, and if you find 
them in order, execute the same. It is important 


EE 


Umted States of America 24833 


(Testimony of George I, Kachlein, Jr.) 
that immediate action be taken on the same as we 
only have until June 14th to file these Protests. 
“We have arranged with the Internal Revenue 
Agent that if such protests are filed, you will at a 
later date, upon your release from the penitentiary, 
be given an opportunity to file a Supplemental Pro- 
test. In order to prevent a 90 day letter being is- 
sued, it is essential that we file these protests at 
once. Should you deem any statements contained 
therein are inaccurate, will you please make penned 
changes on each and initial the same. I will then 
have Mrs. Taylor likewise initial the 1944 one, and 
have her execute it also. 


“In the execution of these protests, be sure to 
execute three sets, and have your signature acknowl- 
edged before a notary public. 

“With kindest regards and best wishes, I remain, 
Sincerely.” 

“P.S. Enclosed is one extra set for you.” 

Q. (By Mr. Griffin): Those enclosures were 
made, were they? 

A, They were, sir, and sent. 

@. And the last letter, June 16, 1950 a thank 
you letter to the supervisor for assisting in handling 
[4982] some matter and including—and in which 
you returned, duly executed, the codicil attached 
thereto. Did you draw a will for Mr. Taylor and— 
or a codicil, rather, and a will for Mrs. Taylor? 

A. Yes, sir. 

Mr. Moriarty: Objected to as repetitious. 
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The Court: The codicil I don’t think was covered 
before. 

Q. Now, in connection with the office arrange- 
ment that Mr. Taylor had and referred to in your 
memorandum to the Government, Exhibit A-139, 
did 

The Court: Do you need it? 

Mr. Griffin: No, I don’t need it. 

Q. did you have a conference with the as- 
sociates of Mr. Taylor on or about June 28, 1950, 
in regard to how the office matter should be con- 
ducted of Mr. Taylor? 

A. I did, Mr. Griffin. 

(). And there is in evidence A-74, memo for file, 
re L. Hicks Taylor, introduced in Mr. Taylor’s ease. 
Will you explain to the Jury just what that situa- 
tion was and the advice given? 

A. This memorandum I dictated in the presence 
of My. Benedict and Mr. Slater. Mr. Benedict and 
Mr. Slater were associates of Mr. Taylor. They had 
come to my office that day to discuss with me the 
office matter in connection with L. Hicks Taylor 
and Company. Prior to the time [4983] that Mr. 
Taylor went to McNeil Island Mr. Taylor had told 
me that in the event of any office problems arising 
he had instructed his men to come down to see me 
and that I would be the final judge in regard to any 
of the matters that arose as to what they should do. 
These men likewise stated to me when they came 
down that Mr. Taylor had stated in case any mat- 
ters came up they should see me and whatever I 
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determined to do would be satisfactory. They came 
down to see me because they were concerned over 
the fact that Mr. Taylor’s license had been sus- 
pended to practice as a licensed public accountant 
and that the company of L. Hicks Taylor and Com- 
pany had held itself out as doing tax work and 
audit work and doing accounting work and doing 
accounting work of all natures and these men them- 
selves had a licensed L.P.A. certificate, or a Li- 
eensed Public Accountant certificate, issued by the 
State of Washington and they were worried as to 
work they had performed in Mr. Taylor’s absence 
for L. Hicks Taylor and Company and billed as L. 
Hicks Taylor and Company, that they might be in 
violation of the State law and, likewise, Mr. Taylor 
might be in violation of the State law. I was fa- 
miliar with the arrangements at that time, at least 
I thought I was [4984] with the arrangements 
which he had between his associates as during his 
ineonie tax examination I had drafted, to reduce to 
writing, an oral arrangement that he and his asso- 
elates had had. This arrangement is important to 
this matter here so if I may have permission to 
explain it I would like to do so. 

Q. All right. Go ahead. 

A. It is an agreement whereby Mr. Taylor 
and certain named associates set forth in writing 
what their arrangement was, which was this: 

That he would turn work over to the associates 
/and whatever work they performed as associates 
each would receive each month, if he received pay- 
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ment for the work performed, two-thirds of the 
amount which was billed to the client, and the other 
one-third would go into a bank account in Mr. 
Taylor’s name but for the account of the specific 
associate who was performing that work. That 
money would stay there until such time as the 
parties mutually agreed to release it or at such time 
as the associates left the firm and if the associates 
did not take the accounts away for the period of a 
year all that one-third would be turned over to the 
associate so that the associate would wind up with 
one hundred percent of the money. I knew of that 
arrangement [4985] and it was one reduced to writ- 
ing. So that when these men came in they said they 
were bothered about the billing and how should 
they handle it in view that Mr. Taylor’s license 
was suspended. As a result of our conference it was 
my best judgment that what should happen during 
the time Mr. Taylor was away from the office and 
had his license suspended and pending his return to 
the office was that the men should bill the clients in 
their own name and the funds which they received 
from the chents they should retain themselves until 
such time as Mr. Taylor returned. At that time then, 
between themselves and Mr. Taylor, they would 
work out the reasonable rental of the space they 
used and the reasonableness of any other matters 
which Mr. Taylor’s office made available to them. 
Then, in addition, I stated that, of course, this was 
a temporary arrangement that was subject to the 
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final approval of Mr. Taylor when he returned, 
stating at the end of it: 

“* * * as this is but a temporary measure pend- 
ing Mr. Taylor’s return all matters will be subject 
to adjustment upon his return.” 

Q. Now, in doing that were you endeavoring 
to protect Mr. Taylor in the matter of restoration, 
[4986] if possible, of his own license? 

A. Very much so. 

Q. Did you take every step in the matter of the 
eivil tax liability of Mr. Taylor that was necessary 
in your opinion to protect him in all of his legal 
rights? 

A. J certainly did, sir, to the best of my ahility. 

Q. Now, in regard—there was some testimony 
in regard to Mr. Jack Taylor circulating a petition 
in regard to this suspension or restoration of l- 
cense. Will you tell the Jury what you did in that 
particular when you heard about it? 

A. Yes, sir. I was advised by Mr. Forster by 
telephone in one of the several calls that I had with 
him that he had been requested by Mr. Jack Taylor, 
the brother of L. Hicks Taylor, to sign a petition, 
or to join with him in petitioning, to get back for 
him his suspended license to practice as a licensed 
public accountant, to have the suspension lifted. 
That information came to me either on the 17th of 
August or 18th, I don’t recall which, but it was dur- 


ing one of the conversations I had with Mr. For- 
Mester. I had had a telephone call from Mrs. Tavilor 


on August 18th that she wanted to see me with 
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[4987] respect to the making of a will. I was going 
—it was on a Friday. I was going to our beach place 
hat we have on Whidby Island and I said I would 
drop by on the way up to find out what she had in 
mind. I had this meeting on the 18th in the aft- 
ernoon and discussed the making of her will and 
also called to her attention that I was very much 
disturbed that Mr. Jack Taylor was circulating a 
petition to have the suspension of Mr. L. Hicks 
Taylor’s license removed, that we had worked out 
an arrangement with Mr. Comer, who was Secretary 
of the State of Washington Accounting Board, 
whereby a hearing would be held at such time as 
Mr. Taylor, L. Hicks Taylor, was present to at- 
tempt to regain his license and that I felt that hav- 
ing some one going out circulating a petition was 
contrary to the letter arrangement which, I believe, 
has been introduced in evidence here that we had 
with Mr. Comer, and she told me she was going to 
be writing to Mr. Taylor and that she would so 
advise Mr. L. Hicks Taylor. 

Q. In your best judgment was it an inapprop- 
riate time to be circulating such a petition while 
Mr. Taylor was still at McNeil Island? 

A. That is right, it was, sir. [4988] 

Q. Going back now to April, the conference with 
Mr. Marx on April 26, 1950, at which time Mr: 
Tremper, you and Mr. Alkire and Mr. Forster were 
present, do you recall any statements made by you 
with reference to the kind of bookkeeping of Mr. 
Taylor with which you were familiar from your 


| 
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experienee with these other coneerns ? 

A. 1 Feeail that we had a conversation while 
We were waiting for Mr. Forster to arrive. There 
was Mr. Alkire, Mr. Tvemper and Mr. Marx. They 
arrived sharply at ten o’clock and caine into my 
office and when Mr. Forster didn’t arrive at the 
same time I placed a call for him to his office to see 
if he was on the way and was advised he was doing 
so, but we discussed then what was rather current 
interest to all concerned, namely the action which 
had been taken in Tacoma the previous day in the 
sentencing of Mr. Taylor. Mr. Marx had done the 
investigating work on it and Mr. Tremper was on 
the State Board of Accountancy and we discussed 
what would cause a situation to arise and I took 
the same position which I had taken before the 
Court and taken before the Treasury Department, 
that his work was careless. 

Q. Was that said in defense of Taylor? 

A. Absolutely, sir. [4989] 

Q. And that he was just careless and negligent 
without any intent on his part to defraud ? 

ee it is correct. 

Q. Now, do you recall about when Mr. Taylor 
was expected to return to Seattle after serving a 
sentence ? 

A. Yes; he was expected to return around the 
10th or 11th of September. He had a six months 
sentence and with good behavior he was to get off 
at an earlier date and Mrs. Taylor kept me fully 
advised. 
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Q. Prior to his return and on or about August 
29th did you have a conference with Mrs. Taylor 
with respect to his anticipated return? 

A. Yes; Mrs. Taylor came to my office and had 
a conference with me stating he was coming back 
and that they were planning a trip and wondered 
what I thought about it. 

Q. Was that trip a vacation trip? 

A. That is right. 

Q. And what did you advise her about it? 

A. I told her I thought it was the best thing 
in the world for him to do. She had explained to 
me from time to time that he had worked hard and 
that she would like to see him enjoy life with her 
and go [4990] places like other friends had done 
and she was hopeful of buoying his spirits up by 
planning the trip and this was a part of the plan 
to help him regain his stature when he got back to 
the community. 

Q. Did this August 29th also happen to coincide 
with the first appearance, so far as you know of 
Mr. Eppler in the investigation of Mr. Forster’s 
tax returns? 

A. The first time I met Mr. Eppler was on that 
date to my knowledge, sir. 

Q. Up until August 29, 1950, was there any in- 
dication of any kind to you that—any statement, 
rather than indication, to you that there was any 
claim of criminal hability insofar as Hans Forster 
was concerned ? 

A. No, sir, not to the best of my recollection. 


J, LT 
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Q. Now, in this intervening time between May 
and August 29th were the Touche-Niven account- 
ants and Mr. Gorans making their inspection and 
audit of the books and records of Mr. Forster? 

A. Yes, they were. 

Q. Had any report been issued as yet? 

A. No, no official report. Every time I would 
talk with anybody from the office I was told that 
the tax liability was rising steadily and I [4991] 
was terribly concerned then. 

@. And did it contmue to rise? 

A. Jt continued to rise to astronomical figures. 

@. Now, did you have a conference with Mr. 
Taylor on Wednesday September 13th, 1950, imme- 
diately after his return from McNeil Island? 

A. Yes, September 13, 1950, Mr. Taylor and 
Mrs. Taylor came into my office pursuant to the 
arrangement that I had with her where we had 
a conference. 

Q. And what was the nature of that conference? 

A. The first thing we discussed was Mr. Tay- 
lor’s treatment at McNeil Island and how he got 
along. We then discussed what their plans were, 
what they intended to do, the trip they were going 
to make. Mr. Taylor advised that he wondered if 
he was going to be held for the Forster case be- 
cause they—meaning Mr. Eppler and Mr. Marx— 
had been over to see him and attempted to get a 
statement from him and he refused to give that 
statement without having advice of counsel. He 
wanted to know a little bit about the Forster case 
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and where it stood and I told him there was a sub- 
stantial tax liability according to Mr. Tremper’s 
office. I gave him a [4992] short run down what I 
thought of the situation as of that time and he 
asked if it was essential that he stay and I said, 
no, it is better that he got back on his feet again 
and took his vacation and when he got back there 
would be ample time to work on the books. We also 
discussed what work he might do and he made the 
comment, ‘*Well, if they want me to do work on 
it they are going to have to pay me for it.” it was 
not a lengthy conference, Mr. Griffin. I advised 
him at the time that I didn’t want him to talk to 
the Agents until such time as he got back from his 
trip and that if they attempted to contact him to 
be sure and get ahold of me. He also stated, and I 
think this occurred just before he went out to the 
office, that he wanted to get his working papers and 
his books, whatever I had, with respect to his own 
income tax matter as he felt he would like to do 
some work on that portion dealing with his tax 
liability and I don’t know whether I delivered to 
him that day the work papers that we had in our 
exhibit file, or the following day, but I delivered 
to him one day or the other. At the same time I 
contacted Mr. Marx by telephone to see if we could 
get back from the Government some of the work 
paper, or papers, that they had picked up for use 
in connection with their income tax examination 
[4993] of his records. 

Q. That is, of Mr. Taylor’s own personal papers? 
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A. That is right, sir. 

@. Did you consider as of that time that you 
were, in regard to advising him about a vacation, 
in regard to advising not contacting the Agents 
until he had been away and got some rest, that you 
were working in his own best interest? 

A. JI certainly did, sir, and as a matter of fact 
the vacation had been planned by Mrs. Taylor prior 
to any income tax criminal investigation. 

Q. Now, when next after September 13, 1950, 
did you see Mr. Taylor? 

A. I don’t know whether I saw him on the 14th 
or not. I know I talked to him on the telephone 
to give him a report on the records that the Goy- 
ernment might have and I don’t know whether he 
came into the office or whether it was by telephone 
but I know I had a conversation with him on that 
day in the morning and reported that I had con- 
tacted both Mr. Marx and Mr. McCarthy. MeCar- 
thy being of the Special Agents’ Office, and Marx of 
the Internal Revenue Agents’. That was the contact 
that was made. 

Q. Then when was the next time that you saw 
[4994] him? 

A. The next time I saw him was in my office 
on October 27th of that same year, 1950. 

Q. Now, in between September 13th and October 
27th, 1950, what had happened in connection with 
the audit of Mr. Forster’s affairs; what had you 
learned or been advised in that interim in connec- 
tion with Mr. Forster’s examination, or this audit? 
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A. Well, I had been—I was out of town about 
a little bit better than two weeks during that pe- 
riod. I had assigned Mr. Brody in our office, about 
the 25th or 26th of September to do some investi- 
gation work for us. About the 18th or 19th, or maybe 
it was the 20th, of October, Mr. Brody had given me 
a report which indicated that certain of the records 
of Issaquah Creamery had been improperly re- 
ported and that I should check into the matter my- 
self. I then contacted Mr. Erickson, who was the 
bookkeeper, and went up and had a rather lengthy 
conversation with him in which he related to me 
substantially the same thing as he related on the 
stand here 

Q. (Interposing): Had you ever 

A, —in—— 

Q. Let me stop you a moment there. On the 
same thing related here, are you referring to the 
increase [4995] in accounts payable to $51,000? 

A. $51,000.00 Consolidated checks, the milk 
drafts, and the R. L. Stevenson checks. 

Q. Had you ever met Mr. Erickson before that 
oceasion, so far as you know? 

A. I think I met him on a--on my first trip 
through the plant of M1. Forster which I believe 
was on a Saturday in July. 1950, when he wanted 
me to go around and see his various plants and J 
met the personnel. T had never talked to him about 
the income tax matter until that date, sir. 


Q. Did he give you what he claimed were the 
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facts as between himself and Mr, ‘Taylor in making 
the changes as testified to here? 

A. It was very difficult to get the story out of 
him. He tried to tell but I couldn’t understand it 
myself. It was just—it seemed so utterly ridicu- 
lous at the time but it indicated that there was 
definitely a difference of opinion between the par- 
ties, namely, one person was saying, well, he did 
something to the records, and the other person was 
saying he did something to the records. 

Q. So you had then that information before you 
at the time of your final conference with Mr. Tay- 
lor on October 27th? [4996] A.” Tid, si 

Q. Did you look at the books while you were out 
there so that you saw the physical changes? 

A. No, I didn’t, sir. 

Q. All right; on that, when was the first time 
that you personally ever inspected the books or 
records or work papers, or any of them, of the 
Forster enterprises ? 

A. Well, it was in—preparatory to this ease. 
I mean, it was within the last five months. I have 
seen certain work papers on desks of Mr. Brody 
or desks of accountants but T have never inspected 
the books and records of these companies, Mfr. 


- 5 
Griffin. 


| 


Q. Now, what was the situation then existing 
as vou viewed it on October 27, 1950, as of the time 
of this conference with Mr. Taylor? 

A. I felt that there was a good possibility of a 
conflict between Mr. Taylor, Mr. Erickson, and 
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Mr. Forster, and particularly between Mr. Forster 
and Mr. Taylor. I did so for two things—three 
things that had happened. When I had my confer- 
ence with Mr. Taylor on the 13th of September I 
mentioned to him that the thing that was concern- 
ing us primarily in the Forster matter was the in- 
ability [4997] to determine the moneys which had 
been put into the 198 aecount and that that was 
Forster’s personal account, as J was told, and Tay- 
lor took the position then—he said, ‘*Well, I didn’t 
know anything about his own personal affairs, f 
just looked after his books and I have got a stamp 
that I stamped on the returns and I am protected.” 
That is the first flag that I had of any warning that 
there might be something different than what my 
understanding up to that date was. I attributed it, 
frankly, at that time to a man who had been inear- 
eerated for a period of four months and something 
and who had heen under conditions abnormal and 
that he was in an upset frame of mind and, there- 
fore, I didn’t give it too much weight at the time. 
Afterwards I did. 

Mr. Griffin: Before we take up the two and 
three, it is recess time. 

The Court: WUadies and Gentlemen of the Jurv: 

We will now recess until one-forty-five. The Court 
ealls your attention to the admonition given on 
similar occasions and asks that you heed it on this 


occasion. You may now he excused until one-forty- 


five. 


; 


| 
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(Whereupon, the Jury retired from the 
Court room.) [4998] 
The Court: You may step down. 
The Witness: Thank you. 


(Whereupon, the witness withdrew from the 
witness chair.) 


(Whereupon, at 12:16 o’clock, p.m., a recess 
was had until 1:45 o’clock, p.m., May 6, 1954, 
at which time, Counsel and Defendants hereto- 
fore noted heing present, the following pro- 
eedings were had, to-wit:) 

Mr. Keesling: We object to the last portion of 
the testimony of Mr. Kachlein relative to conversa- 
tion with Mr. Erickson. I move to strike all that 
portion for two reasons: One, it has no basis on 
the ground of the limited extent that this testimony 
is coming in—that 1s, to affect the credilnlity of 
Mr. Forster and. ; 

The Court: (Interposing) I will ask Counsel if 
there be any objection to that. 

Mr. Keesling: (Continuing) 
not proper rebuttal. 

The Court: Is there any objection to striking 1? 

Mr. Giiffin: Yes, your Honor. 

The Court: You do? [4999] 

VWorsGaniim: Yes. 

Mr. Keesling: I refer to what the witness said 
and the observations of My. Erickson. 

The Court: Well, Mr. Keesling, objection not 
having been made at the time, if Counsel object 


and tiat it is 
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to it I don’t think it should be stricken. The Court 
has already indicated the limits of it. 

Mr. Keesling: It was in before I could object 
and it was in narrative style. I just want the op- 
portunity to cross examine on it for Mr. Erickson 
in the event it isn’t. 

The Court: I assume if it stays in you are prob- 
ably entitled to that. 

Mr. Keesling: That is all I want. 

Mr. Moriarty: The Government’s position about 
all this matter is well known by this time. 

Mr. Keesling: I think it is immaterial to begin 
with but I want the opportunity to meet it. 

The Court: It may be that to avoid calling him 
back that the Court may strike it; only for that 
purpose but not because the objection was timely. 

You may call the Jury. 

If you wish to make the motion in the [5000] 
presence of the Jury, you may. 

Mr. Keesling: JI will not because I don’t con- 
sider it that important. 

The Court: Well, the Court will not recognize 
your motion and may not permit rebuttal. 

Mr. Keesling: Then I will. 

(Whereupon, the Jury was returned to the 
Court Room and the Witness resumed the wit- 
ness stand.) 

The Court: You may he seated. It is stipulated 
that the Jury and all Defendants are present im 
the court room? 

Mr. Griffn: Yes, your Honor. 
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Mr. Moriarty: Yes, your Honor. 

The Court: You may proceed, Mr. Griffin. 

Q. (By Mr. Griffin): Mr, Kachlein, vou related 
the first of three matters that disturbed you between 
September 13th and your meeting with Mr. Taylor 
on October 27th, the first going to Issaquah and 
your conversation with Mr. Erickson. What were 
the two others? 

A. The second thing was that at my mecting 
with Mr. Taylor on September 13th of 1950, when 
we discussed the Forster matter, he had stated that 
he [5001] didn’t feel like he had any concern with 
respect to any tax deficiencies that may be made 
as he kept but the ledger and, secondly, he had a 
stamp that he placed upon the income tax return 
that would give him protection simply from facts 
and figures given to him by the bookkeepers and by 
Forster in connection with income tax returns. 

The third thing that disturbed me was the fact 
that in my conversations with Mr. Eppler and Mr. 
Marx, Mr. Eppler in particular had taken the posi- 
tion that he felt that there was a conflict of interest 
developing and wondered what I was going to do 
about it. As I recognized that the agents in their 
examination sometimes have information that we 
don’t have, that disturbed me. We had discussions 
with respect to it culminating in my meeting with 
Mr. Taylor on the 27th of October. 

Those are the three things that in my mind made 
it imperative that I take some action to alleviate 
the situation. 
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Q. Then you did have a conference on October 
27th with Mr. Taylor? A. ¥ did, Si: 

Q. And will you state to the Jury the substance 
of that conference? [5002] 

A. The conference took place, if my memory 
serves me best, in the morning of the 27th. Mr. 
Tavlor came to the office either at a—as a result of 
a telephone call which he gave me or I gave him. 
T am not sure which. And when he arrived we dis- 
cussed first his trip and secondly the problem that 
was before us which I had stated to him in the 
telephone conversation, that it was essential that 
we meet because I felt that a conflict of interest was 
developing in connection between himself and Mr. 
Forster and it was necessary for me to straighten 
that matter out. I explained to him that the Gov- 
ernment agents and our own accountants had deter- 
mined that there was substantial shortage of in- 
come for a period of years, that the books and rec- 
ords of the company were not in good shape, as a 
matter of fact, they were a mess, as was expressed 
to me by the accountants, that in going over the 
various transactions further that Mr. Forster took 
the position that he relied on all financial matters, 
the keeping of the records and books, on Mr. Taylor 
even to the extent of hiring and firing the account- 
ing employees, that Mr. Erickson at a meeting I 
had had with him a few days before indicated that 
there were certain changes made in the beeks and 
records which reduced [5003] income which were 
improper, and for that reason, as a lawyer some- 
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times finds himself in the place where you have 
two people that you have done work for, it was 
essential for me to either withdraw entirely from 
the case or, with the consent of both parties, repre- 
sent one, and that he being the first chent in time 
he would have—if Mr. Forster approved I could 
represent Mr. Taylor, or, if Mr. Taylor felt that 
it would be better J represent Mr. Forster, with his 
approval I could represent Mr. Forster. J explaimed 
to bim that during the four month period a number 
of things had occurred wherein T had taken an ac- 
tive part in the Forster enterprises commencing in 
the first part of September by being placed on the 
Board and being made an officer of these companies 
in an effort to protect the interest of the Govern- 
ment against money going underground, or money 
being dissipated that could be used for the payment 
of income taxes under a procedure that had been 
worked out between Government officials, Mr. For- 
ster, his accountants and his attornevs. Mr. Taylor 
expressed the opinion that he felt that he himself 
was not involved in the matter, again reiterating the 
same position he had taken with me on the 13th, 
namely that he had merely kept the ledger [5004] 
of the companies and had reported the income from 
the ledger and from the information furnished by 
My. Forster, Mr. Erickson, and the other bookkeep- 
ers involved, and lastly, he had that stamp that he 
thought protected himself. He beheved that inas- 
mueh as I had gotten into Mr. Forster’s affairs very 
deeply from the standpoint of the management and 
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protection of the assets that I should continue on 
with Mr. Forster and, if possible, recommend an 
attorney of his, that he could select to represent 
him. 

We did look through the telephone directory. I 
mentioned the names of several attorneys that I 
knew were working in tax work that I felt were 
eompetent and capable, one of whom was Mr. Le- 
Sourd, and another was Mr. Jones, and two or three 
others. We discussed the background of some of 
them and as a result Mr. LeSourd was selected by 
us Doth. When that selection was made I ealled 
Mr. LeSourd at his office and asked him if he was 
in a position to come up, that J had a matter which 
involved a conflict of interest and would like to see 
if he could represent a chent of mine. About ten 
minutes later Mr. LeSourd came to our office. I in- 
troduced him to Mr. Taylor and told him that I 
had [5005] been representing Mr. Taylor for sev- 
eral years and that I had certain income tax matters 
relating to Mr. Taylor that needed handling and 
that in addition to that there was a conflict of im- 
terest developing between Mr. Tavlor and Mr. Fors 
ster in regard to the income tax investigation of 
Mr. Forster. We had a general discussion, the first 
part of it [ can’t definitely recollect. The arrange- 
ment seemed to be satisfactorv. Mr. Taylor ex- 
pressed the fact he had heard of Mr. LeSourd and 
was satisfied with him and an arrangement was 
made whereby Mr. LeSourd would take over in be- 
half of Mr. Tavlor and I was to turn over the files 
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in connection with the income tax returns and the 
income tax matter we had involving Mr. Taylor. 
After that was said I believe they left the office. 

Q. Was there anything up to that point, so far 
as you know, of any unfriendly feeling or attitude 
of Mr. Taylor toward you? 

A. None whatsoever. When he left he said he 
was pleased with the arrangement and he was hope- 
ful we would be able to work together in connection 
with that. 

Q. When did yon first realize that there was an 
actual conflict of interest? [5006] 

A. Oh, the earliest I can recollect is in Novem- 
ber or December of 1950 when further investigation 
of the changes in the year-end 1949 matter were 
gone into. 

Q. Those matters referred to changes in Mr. 
Taylor’s ledger and work sheets? 

A. That is right. 

Q. By Mr. Taylor? A. That is right, sir. 

Q. Did you have any conference other than you 
testified to in connection with this matter with Mr. 


_Eppler in August, September, or prior to this mect- 


ing of October 27th? 

A. Well, I testified to the first meeting [ had 
with Mr. Eppler. August 29. 1950, at the office of 
Toenche, Niven, Bailey and Smart when I first met 
him. JT had a second conference with him in the 


| office of Mr. Stockton that same afternoon where 


present there was Mr. Stockton, Mr. Marx, Mr. 
Prank, Mr. Eppler, Mr. Forster, Alkive and Trem- 
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per. That was the second conference. The next 
time that I either talked or met with him that I 
can recollect is a telephone conversation with him 
on the morning of September 6th when I called 
him in respect to a telephone eall that I had had 
from Mr. [5007] Tremper. The next conference 
hat IL had with My. Eppler that I can recollect was 
on or about the 16th of October of that year which 
was a rather lengthy one. I did have one or two 
telephone conversations with him during the in- 
terim. One was about October 5th and the other 
one was either with Mr. Eppler, or Mr. Marx, on 
the afternoon of September 18th, or the morning of 
September 15th—14th, rather—September 13th or 
14th. That is prior to October 27th, as I under- 
stand, Mr. Gitffin. 

Q. Anything in connection with that September 
meeting other than the statements that you have 
referred to that you recall of Mr. Eppler suggest- 
ing a conflict? 

A. On September 6th the telephone call was in 
response—my telephone call to Mr. Eppler was in 
response to a call that I had from Mr. Tremper. 
My. Tremper called to advise that Mr. Eppler was 
requesting that Mr. Tremper turn over to him cer- 
tain work papers of Mr. Taylor that he, Trem- 
per 

Mr. Moriarty: May I suggest that there is no 
dispute about this conversation with Mr. Eppler? 

The Court: The only part that has to do with 
eontict has any bearing. [5008] 
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Mm Mormarty: It-hasn’t ary bearing that I can 
see. 

Mr. LeSourd: T think it does, your Flonor. 

The Court: My recollection is that there was 
some statement regarding that. 

The Witness: May I proceed, sir? 

Oe Coumt: You may. 

A. (Continuing) As I stated, Mr. ‘’remper had 
advised me that My. Eppler had requested that Mr. 
Tremper turn over to lim certain work papers 
which were in the possession of Mr. Tremper at 
the time and Mr. T'remper asked me what he should 
do with respect to it. I told him that in my opinion 
he would be required to turn those papers over to 
Mr. Eppler if he was served a summons but that I 


would eall My. Eppler and see if we couldn’t retain 


| 


them for the time being. I called Mr. Eppler and 
while Mr. EXppler testified he thought it was a long 
distance call it actually took place from my office. 
I called him and the conversation as related by Mr. 
Eppler is substantially the same as IT reeall, Mr. 


Griffin, namely that he made request for the deliv- 


ery of the papers. I told him 1 thonght that they 


_ were privileged. He stated that he thought he could 


—_ i gay 


get [5009] possession of them and that a foot race 
might develop. J told him I thought I could get 
them back in my office and might hold them and 
that a foot race might develop and eventually it 
wound up he did want them and my own opinion 
Was he had the right to them if he served a sum- 
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mons and I told him if he served a summons on 
Mr. Tremper I would call Mr. Tremper. 

Q. (By Mr. Griffin): Have you confirmed your 
opinion that he was entitled to them? 

A. No question about that, sir. 

Q. Did you turn them over to Mr. LeSourd all 
of the documents, papers, whatever they may be— 
may have been—of Mr. Taylor’s involving both his 
eriminal and civil matters? 

A. To the best of my ability, yes, sir. 

The Clerk: Defendants’ Exhibit Number A-149 
marked for identification. 

(Defendants’ Exhibit A-149 marked for iden- 
tification.) 

Q. (By Mr. Griffin): Handing you Exhibit A- 
149 for identification I will ask you if this is a 
letter of March 1, 1951, from Mr. LeSourd to you? 

A. Yes, sir. [5010] 

Q. Your reply of March 16, 1951, office copy? 

ive “YES, isir. 

Q. And Mr. LeSourd’s letter to you, March 19, 
1951, dealing with that matter? A. Yes, sir. 

@. The conflict having developed in which you 
withdrew as attorney for Mr. Taylor, did you ever 
make Mr. Taylor any charge for all the services 
rendered to him subsequent to the hearing in court 
in Tacoma on April 25, 1950? 

ee, i did not, six 

Q. Did you serve him throughout to the best of 
your ability as a member of this Bar? 

ee. Sir. 
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My. Griffin: I offer in evidence A-149. 

My. LeSourd: No objection. 

Mr. Moriarty: A. continuing objection. 

The Court: There being no objection from Mr. 
Taylor’s counsel, the exhilnt will be admitted as 
similar exhibits tg e been admitted today. Members 
of the Jury: the same limitation. 


(Defendants’ Exhibit A-J149 admitted in evi- 
dence.) 

Q. (By Mr. Griffin): The first is a letter, March 
1, 1951, on [5011] the letterhead of Little, LeSourd, 
Palmer and Seott, to Mr. Kachlein, “Re: L. Hicks 
Taylor.”’ 

“Dear George: 

“Mr. Taylor has asked me to get from you his 


| entire file, including all material relating to his tax 


matters, both criminal and civil, and those of his 
wife, and all personal papers of himself and wife, 
including wills. If you desire a letter in writing 


_ from him, I will be pleased to get the same. 


“Also, we should have the withdrawal of your- 
self and Charlie Osborn * * * ” 
That is an associate ? 
A. A partner of mine. 
Q@. “ * * * under the powers of attorney hereto- 
| fore executed by Mr. and Mrs. Taylor. We talked 
about that matter before, and I am not sure but 
| what you have already sent such a withdrawal in. 
| If so, please ignore this request.’’ 
In representing a taxpayer before the Internal 
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Revenue Bureau you have to have a particular 
power of attorney, do you not? 

A. That is correct. 

Q. Or they won’t recognize the lawyer? 

Ape i aGas: agit, 

Q. “Turther, we should have your withdrawal 
as attorney [5012] in the cases involving Mrs. Taylor 
which I am informed are pending in the Tax Court. 
I assume that the copies of the Tax Court petition 
and other documents will be among the papers that 
you will send to me. 

‘Very truly yours,” 

Signed, ‘‘Fran”; underneath, ‘‘F. A. LeSourd.”’ 

Second, March 16, 1951, Mr. Kachlein’s letter 
addressed: ‘‘Dear Fran”; and itemizing the enclos- 
ures being sent to F'ran. 

And the last letter, March 19, 1951, addressed 
‘‘Dear George”; again signed ‘‘Fran,’’ acknowledg- 
ing receipt of the documents. 

And as of that time, 1951, did you ever hear any 
claim made or asserted as has been in this court 
room by Mr. Taylor or his counsel ? 

A, iNowsin: 

@. And at any time did either Mr. LeSourd 
or Mr. Cox or anyone from that firm confer with 
you to ascertain what the facts of your employment 
were and the manner of your withdrawal of repre- 


senting Mr. Taylor? A, Nopsir: 
Q. Just the charge made here in this court 
room ? A. Yesom, [5013] 


Mr. Griffin: You may inquire. 
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Mr. Moriarty: At this time the Government 
moves to strike the testimony of Mr. Kachlein as 
immaterial and irrelevant and under the position 
that the Government has taken we indulge in no 
eross examination. 

The Court: Motion denied. 

Mr. Keesling, do you have something? 

Mr. Keesling: I may want to cross-examine 
after Mr. LeSourd. 

The Court: J am inclined to think in the interest 
of saving time, there being some indication by Mr. 
KKeesling in the ahsence of the Jury, that certain 
portions of Mr. Kachlein’s testimony relating to 
Mr. Erickson are not material to the matter now 
before the Jury, if it remains the Court would feel 
that Mr. Erickson is entitled to rebuttal to meet 
that. Therefore, the Court for that reason believes 
that that portion of the testimony of Mr. Kachlein 
wherein he related his conversation and discussion 
with Mr. Erickson should be stricken and disre- 
earded completely. It would have no relation other- 
wise, as I understand it. 

You may proceed. That will eliminate cross ex- 
amination or rebuttal on that. [5014] 

Myr. Griffin: Exeeption. 

The Court: The exception mav show. 

Mr. LeSourd: What order does the Government 
want the cross examination ? 

The Cowt: The Government, in view of their 
position, waives cross examination. 

Mr. Moriarty: No interest in the controversy. 
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Mr. LeSourd: Very well. [5015] 


Cross Examination 

Q. (By Mr. LeSourd): Mr. Kachlein, you men- 
tioned in your examination that Mr. Taylor had 
bought some clients into your office in the years 
before he got into trouble who had some controversy 
with the Bureau over family partnerships? 

A. Yes, sir. 

Q. These family partnership cases involved legal 
questions as to the validity of these partnerships, 
did they? 

The Court: May I intervyst a moment, Mr. Le- 
Sourd? 

Mr. LeSourd: Yes, sir. 

The Court: I think my striking of that testi- 
mony is quite broad. I don’t mean to strike, Mem- 
hers of the Jury, the testimony relating to the fact 
that Mr. Kachlein went out to see Mr. Erickson and 
of his books. I strike only the conversation. 

Mr. Keesling: I think there was one other matter. 
He made some observations about the conversations. 

The Court: Well, any observation or conclusion 
he may have made as to Mr. Erickson or [5016] 
state of mind, I won’t strike that. 

Mr. Griffin: I was under the impression that 
what your Honor meant to strike was Mr. Kaeh- 
lein’s observation of what Mr. Erickson told him. 

The Court: Yes. 

Mr. Keesling: That is what I am referring to, 
his observations on the conversations. 
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iifew@ourt: Yes. 

Mr. Keesling: Not that he had a conversation. 
T have no objection to that. 

The Court: I believe it is clear. I am sorry, Mr. 
LeSourd. 

Mr. LeSourd: That is all right. 

Q. (By Mr. LeSourd continuing): Mr. Kach- 
lein, the problems involved in these family partner- 
ships were problems of the status of the partner- 
ships for tax purposes? 

A. The first case was, Mr. LeSourd. The second 
ease had family partnership status together with 
other matters. 

Q. It had some depreciation matter in addition? 

A. Depreciation and business expense as against 


| personal expense. [5017] 


Q. And these family partnership matters, the 
courts were in some confusion at that time as to 


the applicable rules, were they ? A, “Yes veir. 
Q. And that was finally determined by a Su- 
preme Court decision? A. Yes, sir. 


@. Now, is it your testimony that not until No- 
vember, I believe you said, of 1950 did you realize 
there was a conflict in your representation of M>. 


miorster and Mr. Tavlor? 


A. That isn’t quite it. I stated that I realized 
that there was this conflict—it looked to be a con- 
flict—when I met with Mr. Taylor on the 27th, sir. 

@. Is it your testimony that you had no realiza- 
tion of a conflict prior to that time? 
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A. There was a possibility of a conflict prior 
to that time, yes. 

Q. When did you first realize the possibility of 
a conflict? 

A. In October, about the 23rd or 24th, sir. 

Q. When you went out to Issaquah ? 

pM ia Sales 

@. And that was the very first time? [5018] 

i Yes, si, 

Q. (Continuing) That you realized the possihbil- 
ity of conflict? 

A. Well, now, possibility of a conflict existed 
from the very first time that an Internal Revenue 
Agent walked in to Mr. Forster’s business. I mean, 
there could be a conflict of interest, and insofar as 
this case is concerned—I mean Mr. Taylor and Mr. 
Forster—the possibility of conflict did not exist in 
my mind until the meeting that I had with him on 
September 13th, wherein he had made the statement 
that he was not worried with respect to his own 
self as he kept the records as to the ledger accounts 
and that he did not go further than that. That was 
the first time that there was the possibility of a 
conflict in my mind resulting. I felt that was the 
result of a man who had been incarcerated for a 
period of time coming back upset and having been 
interviewed, or attempted to be interviewed, by the 
Government agents. He was mentally disturbed 
about it, Mr. LeSourd, and it disturbed me, too. 

@. Did you ever state, Mr. Kachlein, to anyone 
prior to October 27, 1950, when you severed your 
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relations with Mir. Taylor that Ma. Taylor or his 
accounting was responsible for Mr. I*orster’s tax 
position, [5019] or words to that effect? 

me. ihink I did, sir. 

Q. Will you tell us when and to whom? 

A. T think on the 26th of October J had rather 
a lengthy conference with Mr. Eppler and Mr. 
Marx. It lasted, approximately, oh, I would say, 
three hours. It involved many matters in connec- 
tion with the Forster investigation. First, if—may 
I relate the full conference? 

Q. Go right ahead, sir. 

A. First they were concerned over the fact that 
the information which they had requested from the 
accounting firm they were not 


Q. (Interposing) Just a moment. I am simply 
asking whether you made such a statement and 
when, and what the statement was. 

A. During the period of the conversation the 
question arose as to could I explain how such a 


substantial deficiency had resulted? I said I thought 


that it was due to the faulty, sloppy, poor account- 
ing of Mr. Taylor. 

Q. Now, was this the first time you had made 
such a statement ? 

A. As far as sloppy accounting? 

Q. A statement as far as sloppy accounting of 
Mr. [5020] Taylor in connection with Mr. Forster’s 
tax trouble? 

A. JI may have made it earlter than that, sir. 
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Q. Can you tell us when you may have made it? 
When you did make it earlier than that? 

A. I think one of the questions was asked, 
either myself or Mr. Forster, at a meeting with Mr. 
Frank, Mr. Stockton, on August 29th when 

@. And you made such a statement then? 

A. Yes. 

Q. Did you make such a statement earlier that 
day also? A. Idon’t reeall, Mr. LeSourd. 

Q. Did you—did it not make you believe there 
was a conflict in your representation of these two 
parties when you made such a statement? 

A. No, I didn’t think so because sloppy book- 
keeping didn’t mean fraudulent actions. 

Q. Is it customary for an attorney to blame an- 
other person’s tax troubles on his clients’ bookkeep- 
ing, or any other action? 

Nae Griitin: Gil aetacr 

A. Will you repeat the question ? 

The Court: Mr. Reporter, read the question. 

(Whereupon, preceding question was read by 
the reporter.) 

The Court: Is that material to this matter? 

Mr. LeSourd: I believe it is, your Honor. 

The Court: The custom? 

Mr. Griffin: The question entirely general. I will 
object to it. I didn’t want to. The question is im- 
proper as to custom. What is the fact? 

The Court: Sustain the objection as to custom. 

Q. (By Mr. LeSourd continuing): Well, is % 
vour practice to do that, Mr. Kachlein? 


TT eemmmmmams sae eee sere 
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A. No. These were rather peculiar cireum- 
stances, M1. LeSourd. Here you had Mr. Marx who 
had worked on the Taylor case being the same agent 
that was working on the Forster case. You had him 
also working on another case involving a client of 
Mr. Taylor’s. You had certain facts which, where 
you deal with a person, become apparent. You had 
facts which both of us had knowledge of which 
clearly showed that his type of accounting was 
sloppy, was not earcfully done. Both of us knew 
it. So that our [5022] comments were like two peo- 
ples working alongside one another. It wasn’t done 
with any idea of harming Mr. Taylor. It was the 
fact. 

Q. Now, in the meeting of April 26, 1950, with 
Mr. Marx, did you make a similiar statement with 
respect to Mr. Forster’s problem, that they were 
undoubtedly due to Mr. Taylor’s sloppy accounting, 
or words to that effect? 

A. No, because I didn’t know what condition 
Mr. Taylor’s—Mr. Forster’s—books were in. 

Q. You heard Mr. Marx’s testimony to that ef- 
fect? 

A. I heard Mr. Marx’s testimony to that and 
his testimony wasn’t that, sir. 

Q. Now, correct me if I am wrong. I recollect 
his statement to be that you said that if there were 
any errors or anything wrong with Mr. Forster's 
return that it was undoubtedly due to Mr. Taylor’s 
sloppy accounting. Am I in error in that recollec- 
tion? 
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A. I think that recollection is quite correct. That 
is different from the first statement, though. 

Q. Iam sorry. I didn’t realize it was. Did you 
say that Mr. Marx’s statement of your conversa- 
tion is incorrect? [5023] 

A. I don’t recollect saying that. I have no reason 
to doubt Mr. Marx’s statements, however. As, again 
I say, both Mr. Marx and I had worked on Mr. 
Taylor’s case. We had discussed Mr. Taylor’s case 
that morning because it was fresh in everybody’s 
mind and I might have said that, sir. 

@. Mr. Marx said you stated it in connection 
with Mr. Forster’s case. Do you say you don’t 
recollect ? A. I do not. 

Q. Would you deny that you made that state- 
ment? 

A. I have no recollection of it. I could have 
made it and I could not have made it, sir. I don’t 
know. 

@. Wouldn’t that statement call to your mind 
the fact that there was a conflict in the representa- 
tion of these two men? 

A. I didn’t make the statement to the best of my 
recollection, sir. 

Q. But you don’t deny that you did? 

A. No, ft don’t deny it because I have no recol- 
lection of it, Mr. LeSourd. 

@. Did you make any memorandum of that con- 
versation? [5024] 

A. No, I made no memorandum of that con- 
versation. The memorandum was made by Mr. 
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Tremper and a copy of the memorandum was fur- 
nished Mr. Marx. 

Q. Mr. Marx did make a memorandum? 

A. The first time I knew that he made a mem- 
orandum was when I heard of it in this court room, 
sir. 

Q. Yes. 

A. And that memorandum was not made in my 
presence or at that meeting. 

Q. Now, you went on after that all through the 
summer and fall handling various legal matters for 
the Taylors? we leider 

@. And when was the first time that you felt 


that there was a possibility of a prosecution in this 


mails  — 


case or a charge of fraud? 

Mr. Griffin: That is a double question. 

Mr. LeSourd: I will change it. 

Q. (By Mr. LeSourd continuing): When did 
vou realize there was a possibility of a fraud charge 
in this case? 

A. The day that the—that Mr. Eppler came into 
the case, which was August 29, 1950. There was 
[5025] a possibility but not a probability. 

Q. Iam talking about a possibility. Not prior to 
that time? NS SNOP sit 

Q. The conference in Apri]—the 26th—1950. Mr. 
Maix informed Mr. Forster of his Constitutional 
rights, didn’t he? Arr’ csitsirieact. 

Q@. ‘Phat is asked only where there is a possibil- 
miv of fraud, isn’t it? 

A. Not necessarily, Mr. LeSourd. There was no 
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discussion at that meeting whatsoever of any pos- 
sible fraud charges. As a matter of fact, the state- 
ment was made by Mr. Marx that inasmuch as Mr. 
Taylor had pled guilty to fraud in his own return 
they were making an examination of his major ac- 
counts, and this was one in which we were asked 
to make a preliminary survey. That 1s, “we”, refer- 
ring to the accountants to do that, and asked us to 
make checks to see if there was anything wrong. 
Now certainly that didn’t infer criminal prosecu- 
tion or the possibility of it in my mind, sir. 

Q. During the summer you got advice from 
Touche-Niven of increasing amounts of deficiencies 
I think you said. [5026] 

A. That is right, sir. 

@. And that raised no question in your mind at 
that time? 

A. Well, it didn’t because the way the advice was 
given indicated that the facts as I understood them 
to be then were that the books were in a mess, that 
there seemed to be no consistencies between the 
companies, that the records were of such shape that 
they were not of too great a value to the account- 
ants in determining the income or the loss or the 
net worth of the company, or companies, and the 
accountants would not make any statements to me 
as to any specific things that were going along until 
actually they checked them out but I was told that 
first of all there might be two hundred thousand 
dollars unstated, three hundred, four hundred, five 
hundred, until it got up to a rather substantial 
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amount that showed, possibly, tax hability of four 
hundred to five hundred thousand dollars in about 
the tenth or twelfth of August, 1950. At that time I 
discussed the matter with Mr. Forster to see whether 
or not we could—he was in a position to raise suf- 
ficient funds with wiich to pay that tax hability; 
even went to his bankers to sce what type of a Joan 
could be made. [5027] 

Q. You knew at that time there was a serious 
problem presented, didn’t you? 

A. Of eivil lahilities, yes, six. 

@. Now, I believe you testified that about the 
18th of August you had a call from Mr. Forster? 

* DPhatas right, sir. 

Q. Concerning Jack Taylor’s petition for Hicks 
Taylor? 

A. It wasn’t quite that. I said several matters 
including the request of Jack Taylor. 

Q. I see; and you made an appointment to see 
Mrs. Taylor ? 

A. That isn’t correct, sir. I stated Mrs. Taylor 
ealled me to discuss with her the matter in connec- 
tion with drafting a will for her and I made an ap- 
pointment to go to her home. 

Q. Isn’t it a fact you called her after receiving 


Mr. Forster’s call and made an appointment? 


A. That isn’t correct, sir. She called me, Mr. 
LeSourd. 

@. In any event, you went out to her home? 

A. I did, sir. 

Q. What was so important about Jack's peti- 
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tion, or the will, to cause you to go out to her home 
[5028] rather than have her come in? 

A. I was going to the beach for the week-end. 
It was Friday. I live on Whidby Island. It was on 
my way out that I dropped in to see her. 

Q. Is it your practice to drop in to see clients 
that you are making wills out for, or do you have 
them come to your office? 

A. I do both ways, Mr. LeSourd. 

Q. There was no urgency about this will, was 
there? A. No, there was none. 

Q. Now, did you tell Mrs. Taylor that Jack’s 
petition was not in accordance with your plans? 

A. Not in accordance with the plans we had 
worked out with Mr. Connor who was secretary of 
the Washington State Accountancy Board. 

Q. Now that was, you say, the plan that you were 
referring to in talking to her? A. Yes, sir. 

@. And what in that would make it inadvisable 
for Mr. Taylor’s clients to express their confidence 
in him ? 

A. There was nothing that is wrong in them ex- 
pressing their confidence in him but I thought he 
was attempting to get back, in advance of the 
hearing, [5029] Mr. Taylor’s L.P.A. Certificate 
when we had arranged with them that upon his re- 
lease we would have a hearing and the full matter 
would be aired. You see, Mr. Taylor—Jack Tayler 
—did not contact me, did not discuss it at all, to my 
best recollection, sir. 

Q. And you didn’t call him? 
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A. No, I didn’t. I didn’t know him. The first 
time I ever saw him was in court here. 

Q@. And how would it have prejudiced Mr. Tay- 
lor before the Accountancy Board if he had _ peti- 
tions from his clients expressing confidence in him? 

A. I thought I was representing Mr. Taylor and 
T thought if anything was to be done in connection 
with him L.P.A. License it should come through 

| me. 

@. And you were representing Mr. Forster also? 

Ao Witet is Correct, sit. 

Q. Now, did you know that Mr. Taylor was re- 
turning in a few wecks to Seattle? 

A. Yes, I knew he was going to return in Sep- 
tember because Mrs. Taylor and I discussed it. 

Q. Why didn’t you have Jack keep the peti- 
tions and simply hold them for this hearing? 

A. J felt as Mr. Taylor was coming back in a 
few weeks it was better for him to sit down and 
work [5030] out the program. Getting back his 
license was going to be difficult in my opinion. 

@. No doubt, and having expressions of con- 
fidence from his clients would have helped, wouldn’t 
it? A. No question about it; right, sir. 

‘Q. Now, on August 29th when you say that you 
stated to the Internal Revenue people that Mr. 
Forster’s deficiencies were due to Mr. Taylor’s 
sloppy accounting—am I stating that correctly, Mr. 
Kachlein ? 

A. Well, I think to put it more correctly, Mr. 
' LeSourd, when the question was asked what caused 
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these things the answer that was given, I believe, 
to the best of my recollection, was that the financial 
affairs, the books, the records and the looking after 
the financial affairs were Mr. Taylor’s responsibility 
and if there were errors in connection with them 
it was something that he was responsible for. 

Q. And you made that statement in behalf of 
Mr. Forster as a defense for him? 

A. I believe I did, yes, sir. 

Q. If you made a similar statement April 26th 
it would be for the same purpose? [5031] 

A. No, because I didn’t know anything was 
wrong with the books on April 26th. 

Q. Now, on September 6th you instructed 
Touche-Niven to deliver these papers, did you? 

A. No, I told them that they could deliver the 
papers if a summons was served upon them. 

Q. And you did raise the question of privilege? 

A. I did, sir, yes. 

@. If they were privileged they couldn’t have 
secured them by summons, could they; if they were 
privileged and in your hands? 

A. Well, that one is assuming something, be- 
cause they would not have been privileged even in 
my hands, Mr. LeSourd, as the Courts have held. 

Q. Well, at the time, however, you expressed the 
statement to Mr. Eppler, didn’t you, that they were 
privileged ? A. That is right, sir. 

Q. But still you permitted them to be surrend- 
ered? 
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A. Because they were not privileged, in iny 
opinion. 

@. And did you do that as a part of your co- 
operation for Mr. Forster on behalf of the Gov- 
ernment? [5032] 

A. No. They were papers I had never seen. I 
didn’t know anything about them. I got a call at 
9:00 in the morning from Mr. Tremper stating that 
the Government desired to have the papers, what 
should they do, they were Hicks Taylor’s work 
papers. I said, “I don’t think we can hold them 
back.”, and he said, “They aren’t very helpful as 
far as we can see.” I said, “I will try and hold them 
until Mr. Taylor gets back,” or words to that effect, 
and when I called Mz. Eppler I tried to retain them 
to the best of my ability, knowing that legally he 
eould get them. 

Q. You didn’t consult with Mx. Taylor about re- 
leasing those ? 

A. No, sir, I did not. I was exercising my best 
judgment on the matter, sir. 

Q. Now, the defense that you expressed for Mz. 
Forster at the August 29th meeting is the same 
defense that you followed throughout this case for 
him, isn’t it? 

A. Yes, I would say so, if you are talking about 
defense of his actions. 

©. 1 am talking about defense of Mr. Forster 
in this case. A. Yes, sir. [5033] 

Q. Now, on September 138th when Mr. and Mrs. 
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Taylor came to your office, did you advise Mr. Tay- 
lor of any conflict? 

A. No, sir, because I didn’t think there was a 
conflict. 

Q. You did not think there was a conflict? 

pie op ue 

Q@. It was Mr. Eppler who raised the question 
with you as to a conflict? 

A. I believe it was, sir. 

@. He could see the conflict and you couldn’t? 

A. Well, that isn’t quite true, Mr. LeSourd. 
From the very start of the investigation I think that 
Mr. Eppler took the position—at least I got the 
inference in dealing with him—that he was at- 
tempting to split the three parties and he was try- 
ing to drive a wedge to the best of his ability and 
one of the ways to drive a wedge is to try and create 
a conflict and that is the impression I had in work- 
ing with him in the conferences I had with him, sir. 

Q. And you were not trying to let any wedge 
develop? A. That is. correct, sir. 

Q. In stating to the Government that Taylor’s 
troubles—Mr. Forster’s troubles—were due to Mr. 
[5034] Taylor’s account was not driving a wedge? 

A. Was due to his sloppy accounting, sir, his 
negligence in accounting; not anything intentional 
or wilful on his part. 

Q. Did you advise Mr. Taylor on September 
13th or at any time before or afterwards that you 
were making such statements to the Internal Rev- 
enue people? 
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A. On September 13th I did not. 

Q. Did you advise him that at any other time? 

A. On September 27th 1 stated to him that Mr. 
Forster had taken the position that he, Mr. Taylor, 
was in charge of the books and that any errors or 
shortages of income were due to his bookkeeping. 

Mr. Griffin: Excuse me. You said September. 

The Witness: I mean October 27th. I am sorry. 

Q. (By Mr. LeSourd): Did Mr. Forster take 
that position on your advice? 

A. No, sit, he took it on his advice of his own. 
T mean his own actions, sir. 

@. His own actions. Now, didn’t you sometime 
prior to October 12th advise Mr. Eppler that you 
[5035] could not longer represent Mr. Taylor? 

A. No, sir, I did not. I had a conversation with 
him by telephone on October 5th but that was not 
nry statement to him. 

@. Did you advise him that you had a conflict 
of interest ? 

A. No, sir; I said if there was a eonflict of in- 
terest then, of course, | would have to remove my- 
self from the case or handle only for one elient or 
take some action with respect to it. It was not until 
the 26th of October, to the best of my recollection, 
Mr. LeSourd, that I stated that I believed a con- 
flict developed and I would have to take some ac- 
tion in order to straighten the matter up and I be- 
heve Mr. Marx was there at the time. 

Mr. LeSourd: May I suggest a recess at this 
time, your Honor? 
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The Court: All right. Ladies and Gentlemen of 
the Jury: We will now take the mid-afternoon re- 
cess. The Court calls your attention to the admoni- 
tion given on similar occasions and asks that you 
heed it on this occasion. You may now be excused. 


(Whereupon, the jury retired from the court 
room.) [5036] 


(Whereupon, at 1:43 o’clock, p.m., a recess 

was had until 2:59 o’clock, p.m., May 6, 1954, 

- at which time, Counsel and Defendants hereto- 

fore noted being present, the following proceed- 
ings were had, to-wit:) 

The Court: You may call the Jury. 

(Whereupon, the Jury was returned to the 
court room.) 

The Court: You may be seated. 

Tt is stipulated that the Jury and all Defendants 
are present in the court room? 

Mr. Griffin: Yes, your Honor. 

Mr. Moriarty: Yes, your Honor, so stipulated. 

The Court: You may proceed, Mr. LeSourd. 

Mr. LeSourd: Thank you, your Honor. 

Q. (By Mr. LeSourd): Mr. Kachlein, at the Au- 
gust 29th meeting, two meetings—— 

A. (Interposing) Yes, sir. 

Q. (Continuing) with the Internal Revenue 
people, did you appear at those meetings as Mr. 
Forster’s attorney ? A. Yes, I did, sir. [508% 

@. Did you appear as Mr. Taylor’s attorney? 

A. Not of record, sir, no. I had no power of at- 
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torney from him covering that year, sir, or those 
years where Mr. J*orster was involved. 

Q. Did you tell these people at that meeting that 
you were representing Mr. Taylor? 

A. J don’t reeall of having done so, Mr. LeSourd. 

Q. You made these statements as Mr. Forster’s 
attorney ? 

A. I made statements as Mr. Forster’s attorney. 
Mr. Marx was present at the meeting. Mr. Marx 
and I had sat through a number of matters involv- 
ing Mr. ‘Vaylor. He knew that I was Mr. Taylor’s 
attorney. 

@. Now, when you went out to see Mrs. Tavlor 
with regard to Jack’s petition are you certain that 
you talked about a will at that time? 

A. I am quite sure of it, sir, because that was 
on the 18th and on the 20th or 21st, 22nd, I drafted 
a will and [ think on the 25th the will was executed. 
I don’t have it in my files. I turned them over to 
you. ‘The copies and original to Mis. Taylor, but 
my recollection is that Mrs. Taylor called me. I am 
sure of that part. [5038] 

Q. You are sure she called you? 

A. Yes, sir, because it shows on our own tele- 
phone call sheets in the office. 

Q. She came in to the office, did she, with regard 
to that will? 

She came in later with regard to the will. 
She eame in with regard to the will later? 
Yes, sir. 

And gave you the information for it? 
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A. No; gave me the information, the original 
information, at her home. There were a couple of 
items she wasn’t certain as to what she wanted to 
do with. She called me, I think, on the 21st or 22nd, 
Mr. LeSourd, and I made a draft of the will and I 
redrafted the will on the 25th and I think the will 
was executed on that date. That is the best of my 
recollection, sir. 

Mr. LeSourd: That is all, your Honor. 

The Court: Any redirect? 


Redirect Examination 

Q. (By My. Griffin): Mz. Kachlein, is the de- 
fense of Hans Forster in this case based on the cold 
facts as you understand them? 

A. To the very best of my knowledge and belief, 
[5039] sir. 

Mr. Griffin: That is all. 

The Court: That is all, Mr. Kachlein. 

The Witness: Thank you, sir. 


(Witness excused.) 


Mr. Griffin: Yes, your Honor. 

At this time, the Government having rested and 
all the evidence being in, the Defendant Hans For- 
sters renews the motion heretofore made at the 
close of the Government’s case for a verdict of ac- 
quittal, wpon [5057] the grounds and for the reason 
at that time more specifically stated, and which 
grounds have now become evident by the evidence 
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adduced that only a judgement of accuittal can be 
entered in this case. 

Mhe Court: The motion will be denied. 

My. LeSourd: If your Honor please, at this 
time, all of the evidence having been in, the De- 
fendant Taylor renews his motion for a directed 
verdict of acquittal made at the close of the Gov- 
ernment’s case on the ground that the evidence— 
all of the evidence now having been in, the evidence 
remains insufficient to support a verdict of guilty 
against this defendant. 

The Court: ‘The motion will be denied. 

Mr. LeSourd: Also, at this time, your Honor, 
the Defendant Taylor renews the motions for mis- 
trial made during the course of the trial, and re- 
news the motion for severance made prior to the 
trial. 

The Court: The motions will be denied. 

Mr. LeSourd: May the record on this be held 
open, your Honor? We may have some miscellane- 
ous motions to make. 

Mr. Cox: Motions to strike. 

The Court: If you are going to get exhibits in, 
you are a little premature, but I will consider them 
as made without prejudice to the exhibits. [5058] 

Mr. LeSourd: Yes. We may have some motions 
afterwards. 

Mr. Moriarty: Your Honor is barring further 
testimony, though ? 

The Court: Apparently we will not have any 
further testimony unless there 1s some very cogent 
reason. 
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Mr. Keesling: At this time, the Defendant Erick- 
son renews his motion for judgment of acquittal, 
and challenges the sufficiency of the evidence as to 
him, and as to all counts generally and as to each 
count separately for the reasons that we stated in 
our original motion at the close of the Government’s 
case and at the close of the case put on by Mr. 
Taylor. 

The Court: The motion will be denied. * * * *™ 

Mr. LeSourd: Distinguished Counsel, and Ladies 
and Gentlemen of the Jury: 

This has indeed been a long and difficult case. On 
behalf of Mr. Taylor and on behalf of Mr. Cox and 
myself as his attorneys, we wish at the outset to 
thank you for your patience and your consideration 
throughout these many months. We realize it has 
been a real sacrifice to you, and we want you to 
know that we appreciate your consciousness and 
your sacrifice in carrying on your part in the pro- 
cess of our Government whereby we seek to give 
Justice to high and low, to the fortunate and un- 
fortunate, alike. 

Now, oftentimes, Ladies and Gentlemen, the pro- 
cess of arriving at Justice and of correct decisions 
is Impeded by the very volume of the material and 
the testimony and exhibits that are offered before 
a Court and Jury in a case of this sort. 

We feel that it may be that this is true in the 
case at bar. We have throughout this case [5229] 
attempted as best we could to limit the testunony 
and the material to those matters that were directly 
involved with the charges that the Government 
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brought. We have made a very large number of ob- 
jections in this case, and I might say that it is not 
my practice usually to do that, but we have done so 
in order to attempt to keep the real issues of the 
ease from getting buried under a fog, under the 
great, voluminous mass of immaterial matters, and 
me trust that you, as Jurors, will realize that in 
making all of those objections, that we were en- 
devoring to do this and endeavoring actually to 
bring out to you what the real issues in the case 
are. 

Now, what is the essential thing that you as 
Jurors are to find in this case? 

Three defendants are here charged with income 
tax evasion. The evasion that is charged is on Mr. 
Forster’s individual returns between 1945 and 1949, 
and on the corporation returns of the Issaquah 
Creamery from 1946 to 1949. 

Your task is to decide as to each defendant sep- 
arately and as to each year separately, and as to 
each tax-paying entity separately. Your task is to 
decide separately whether each one of these defend- 
ants, whether that person himself wilfully [5230] 
intended to evade tax, knowing that there were 
taxes legally due and owing, that there was income 
which was required to have been in that return and 
which was not in any item of that return. 

Not that a person should have known, not that he 
might have known, not that he could have known, 
but that he knew when that return was filed that 
there was income which had to be reported which 
was not in any item of that return, and I believe, 
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as the Court will instruct you, it is wilful when it 
is done with bad faith and evil motive and your 
task, then, Ladies and Gentlemen of the Jury, is to 
determine whether as to each of these Defendants 
individually he acted with bad faith and evil motive, 
knowing that there was income not included in 
those returns that should have been included. 

Then your task really is, Ladies and Gentlemen, 
to determine the state of mind. Now, in determining 
a state of mind, the first thing that we, as practical 
human beings do, is to look at the surrounding cir- 
cumstances, to see what sort of a state of mind the 
conditions that exist, would naturally produee in a 
person under those same set of circumstances in the 
light of our ordinary human experience. 

Now, we all realize, with the frailty of [5231] 
human nature, what it is, that people will at times 
attempt to better themselves financially by cheat- 
ing others, by cheating the Government on their 
taxes or by other improper conduct, and when we 
find that such improper conduct has oceurred, and 
that it has resulted exclusively in financial benefit 
to a particular person, we immediately know that 
that person may have a motive—he could have a 
state of mind—for committing these acts. 

We also know from our experience that the or- 
dinary person desires to lead a lawabiding life, and 
does not usually cheat or defraud others, or his 
Government when there is no real benefit to him 
from so doing, and so our experience would lead us 
to believe that where there is no benefit found to 
a person, it is not likely that that person will have 
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a state of mind, a motive, intentionally and wilfully 
to cheat and defraud the Government, or anyone 
else. 

Now, when we get down to this case, and to con- 
sider particularly the defendant Taylor, as to whom 
it is my province in this case to speak, we start out 
then in the case not only with a presumption of 
innocence, which the Court will instruct you at- 
taches to him throughout this case, but also with 
the fact that he had no incentive as found in the 
usual human [5232] experience to have knowingly 
and with an evil motive to participate in a tax 
evasion scheme to save Mr. Forster taxes. The evi- 
denee in the case has substantiated what I told vou 
in my opening statement—that Mr. Taylor’s total 
compensation, his total income, from all of Mr. For- 
ster’s enterprises, averaged approximately fifty dol- 
lars a month, taking them all, even those where 
Mr. Forster had a minority interest. 

The total amount that Mr. Taylor received ran 
from about $3,000 in the early years of this Indict- 
ment to a maximum of five thousand dollars for the 
last year of the Indictment. 

Now, I do not need to go over with you in detail 
the extensive services that Mr. Taylor performed 
for this. Mr. Griffin said something abort cne day 
a month for three of the companies. That is silly. 
Stem after item, detail after detaail, on this stand, 
vou learned that Mr. Taylor was practically on call 
for a myriad—a myriad of services, day to day, 
week to week, month to month, year to vear, that 


had nothing whatsoever to do with the ordinary 
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month-end and year-end profit statements that he 
got out for these businesses. 

Mr. Taylor performed a myriad of services, and, 
as I say, there is no need of my taking your time 
[5233] to go over them because you heard them. 

Arctic Gardens he maintained what, for all prac- 
tical purposes, was the offices of the company, doing 
practically all the details of running the day-to-day 
work of that business, a job that would ordinarily 
pay three or four or five hundred dollars a month. 
And what did he get? He got fifty dollars a month, 

You will recall Mr.—the testimony of Mr. T'rem- 
per, I believe, that his time was charted at the rate 
of $150 a day, and Mr. Gorans’ time was $60 a day. 
They are certified public accountants. Licensed pub- 
lic accountants don’t get as high compensation as 
certified pubhe accountants, but it is obvious that 
what Mr. Taylor received during this period was 
ordinary pay for the actual hours he put in working 
on this business, and all these businesses. 

As Myr. Taylor testified, and Mr. Griffin referred 
to it in his argument, he testified that taking all of 
these businesses as a whole and averaging it out, 
on Arctic Gardens he was getting far less than the 
time he was putting in, and on certain ones like 
Apex, he was getting good pay for the time put in, 
but averaging it out, he felt that the compensation 
was low but it was adequate for what he was doing, 
but it [5234] would not justify, Ladies and Gentle- 
men, further extensive service. It would not justify 
audits and detailed verification that would take day 
after day of work, seventy thousand dollars for 
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audits that the defendant Forster says that he paid. 

Now, where a man is receiving only ordinary pay 
for the actual hours he is working, there is cer- 
tainly no incentive, financially at least, no motive 
shown, that would furnish any reason for Mr. Tay- 
lor knowingly and wilfully to participate in a large- 
scale tax evasion such as shown in this case. 

You may be sure that if Mr. Taylor had received 
any financial remuneration above that, it would 
have been shown here. In fact, Mr. Forster’s de- 
fense made a great thing of seventeen cents that 
Mr. Taylor had reeeived, at one time, and another 
time they made a great to-do about $64.67 that he 
had reeeived in closing out his Arctic Gardens ae- 
eount, and we showed you that right on the very 
book of the company that was credited to his $50 a 
month fee and there it was on the books when Mr. 
Gorans must have seen it when he tabulated the 
fees that Mr. T'aylor received. Yet, they would try 
and have you believe that here was something that 
Mr. Taylor was taking for himself; and there was 
none of that, and if there [5235] was, vou ean be 
sure it would have been shown in this case. 

Mr. Forster’s position in this ease was that Tay- 
lor could have paid himself anything that he wanted. 
Well, the evidence is to the contrary, but let's as- 
sume for a moment, that this were true; if any man 
were a knowing participant in such a large-scale 
tax evasion as shown here, particularly if he were 
the master mind, as Mr. Moriarty would like to tell 
vou, if he were the designer and planner of that 
evasion, and if he could take whatever money he 
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wanted to out of it, he would take far more than 
mere minimum pay for the hours he actually 
worked in this business. ; 

But, actually, Mr. Forster’s contention is patently 
not true. Mr. Forster himself testified that no one 
made any salary raises in his business without get- 
ting his own personal consent. 

He testified that he retained to himself the de- 
cision as to al] substantial increases in expenditures. 
When he learned that Mr. Simonson had gotten 
$100 a month more, he immediately calls him and 
takes him to task. 

Schneider testified that Forster swore when he 
found that Schneider had paid Taylor an extra 
[5236] $600 for a year in which Taylor had per- 
formed a large amount of extra services, because 
Mr. Baskett had passed away, and Taylor then 
started signing checks and it was necessary for him 
to go to Renton twice a week for him to sign checks 
of the business. 

The swearing we don’t believe actually happened, 
because it is obvious that no one connected with 
Forster, whether Mr. Taylor, Schneider or anyone 
else, would have dared receive any extra salary 
without clearing it in advance with Mr. Forster, 
and Mr. Schneider was the president and general 
manager and one-third stockholder of this company, 
and he was the one who signed the check to Mr. 
Taylor for that $600, and it is inferrable, I think, 
from the evidence, that he even checked that with 
Forster before it was ever paid to Mr. Taylor. 

Forster admitted on cross-examination that he 
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even paid a bonus to TRibary in cash, one purpose 
being to avoid other employes learming of it and 
asking for it themselves. The reason Mr. Forster 
would like you to believe that Taylor could pay 
himself anything he wanted is that he wants you 
to think that he had an understanding with Taylor 
that Taylor should make complete audits of the 
books and pay himself whatever that might cost. If 
Mx. Taylor had thought [5237] that he could get 
additional compensation for additional services to 
Forster, if he had an understanding that he could 
pay himself whatever he liked, and was to make 
audits of the books, he certainly would not have 
continued to receive $50 a month from Issaquah 
Creamery without variation over a period from— 
and $50 a month from Alpine—$100 from the two 
of them without any change from 1935 to 1950 dur- 
ing which time these companies went from very 
small companies to Jarge operations with a total of 
five or six million dollars a year sales and sub- 
stantial profits. 

Human nature just isn’t that way, and certainly 
it is not believable that there is any understanding 
that Mr. Taylor could pay himself anything that 
he wanted, and he was to make complete checks and 
audits of these books, no matter how much it cost 

under these circumstances. Moreover, the facts in 
: evidence negative any such conclusion. 


Taylor testified that in 1940 when the businesses 
were split, he asked for additional compensation, 
and the outcome was, it was agreed that his com- 
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pensation would stay the same, and that Erickson 
would do more work. 

Forster does not deny there was a conversation 
[5238] about fees at the time, and again in 1944 
when Daisy Ice Cream was purchased by Forster, 
Taylor had been the accountant for Daisy Ice 
Cream, and was getting paid for handling the ac- 
counting for that operation. 

After Forster acquired it, Taylor’s compensation 
ceased. This fact 1s admitted. 

Taylor testified that he asked Forster whether 
he should continue to act as accountant for the busi- 
ness, and Forster said, ‘No, Erickson will handle 
it out at Issaquah.” 

Mr. Forster denies this conversation, but the facts 
refute him. Taylor’s compensation did cease, and 
Erickson from that time on did handle the account- 
ing out at Issaquah, and made up the financial state- 
ments from year to year for this business. 

Now, with regard to this matter of audit, Forster 
certainly knew that Taylor was not auditing the 
books or verifying the details. 

Back in 1932 there was an audit. Mr. Taylor was 
asked by Mr. Peters and Mr. Forster to make a 
special audit, and he did so, and it is here in evi- 
dence. Mr. Griffin has referred to it. It was an audit. 
It had a detailed letter of verification, signed by 
Mr. Taylor, showing what work he had done and 
what assets he had verified, and verified that [5239] 
subject to those conditions that the statement was 
correct. There is not one single other such verified 
statement in this entire record. Only that time was 
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Taylor ever asked to make an audit, or verify the 
details of the business. Forster received that audit. 
He knows what an audit is. He knew year after 
year in that time that he was getting no audit or 
certification, or verification, of any kind, but merely 
a list of assets and liabilities made up from the in- 
formation given Mr. Taylor without verification. 
Now, perhaps Mr. Forster had another purpose 
besides that of saving money in not having his Issa- 
quah books audited in the year in question, by Mr. 
Taylor or anyone else; he had kept control at Issa- 
quah of the disbursements of Alpme Dairy as well 
as of Issaquah Creamery, and Mr. Forster had also 
arranged that there should come into Issaquah a 
large number of receipts from these various busi- 
nesses that he had an interest in that were scattered 
over Western Washington, including Apex and 
Finstad and Utgard, and these other businesses. 
Myr. Griffin stated that Mr. Taylor arranged that, 
that Taylor had these Apex checks sent in to Issa- 
quah, but you will reeall M1. EKrickson’s own testi- 


mony [5240] on the stand that when he was claim- 


ing that the reason he had no place in the books 
for the Apex checks was that they didn’t really 
belong to Issaquah but to Alpine, and he was asked 
why didn’t call Mr. Keck and ask him to change 
them. 

What did Mr. Erickson say? 

Forster arranged for the checks to come in here 
and it was Hans’s business. Why should I interfere ? 
Certainly Forster arranged it. He was conduct- 
ing the details of the business, and he had all the 
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checks of Alpine, or whoever they belonged to, 
coming in to Issaquah. 

Now, it is significant, Ladies and Gentlemen, in 
this case, that all of this diversion of income which 
the Government claims here and which is the real 
basis of this case, all occurred out at Issaquah. 

The Government is not here complaining of any 
matter arising out of the Seattle office of Alpine 
Dairy. In the fog that has been attempted to be 
created, Mr. Griffin goes over a lot of accounting 
adjustments which Mr. Gorans says were made in 
the ledger arising out of the Seattle office of Alpine 
Dairy. Myr. Gorans admitted that the adjustments 
may be correct. He didn’t know that there was any- 
thing [5241] improper about them. He just couldn’t 
explain them. 

The interesting fact is that the Government isn’t 
here complaining about them. The Government is 
here complaining about the diversion of business 
receipts and where did it oeccur—at Issaquah. 

It was at Issaquah where Mr. Forster was present 
day after day, where Mr. Erickson was present day 
after day under Mr. Forster’s thumb. It was at 
Issaquah, where they could be handled, and isn’t it 
inferrable, Ladies and Gentlemen, that the reason 
the checks were all coming into Issaquah was so 
that they could be handled by Mr. Forster and by 
My. Erickson under his direction in the manner he 
wanted them to be handled ? 

Now, in appraising the evidence in this case, and 
the credibility of the witnesses, it is important that 
you remember at all times the actual physical situa- 


Umted States of America 2541 


tion that existed in this case. You should keep in 
mind that Forster was running these businesses full 
time. He says seven days a week. And Mr. Brickson 
was working in these businesses, he says, full time. 
He says six days a week. Forster is there at Issa- 
quah every day. At least, part of the day,—and two 
days a week he is there the full day according to the 
testimony. He is in his office next to Exickson with 
a glass partition in between, and [5242] buzzing 
Erickson to come in with his buzzer, and exercises 
general control over the whole business. Dav after 
day, week after week, month after month, Forster 
and Erickson are handling these checks, and cash as 
they come in to Issaquah. They are there day after 
day, computing the accounts payable, paying the 
bills, taking the inventory, collecting the receipts, 
billing the customers. 

Taylor, on the other hand, is down in Seattle. He 
has a large accounting practice, 20 to 30 retainer 
elients to keep him busy, and he is working Ion 
hours, doing work for those chents, and doing all 
sorts of errands for Mr. Forster, handling practi- 
cally an employment agency for the bookkeeping 
staff of Alpine Dairy, handling a myriad of items, 
acting as a buffer for agents and insurance men 
and others that Forster wanted to get rid of. And, 
he is in Seattle and he is out at Issaquah how often? 
One day a month. 

It was testified to he might have dropped in at 
other times during the month on his way to his 
sunmmer eabin at Lake MacDonald. A social eall. 
But, when was he there on business and working 
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on the books? One day a month. He was going out 
to Puyallup one day a month, and going ’way up 
to Mt. Vernon and Conway one day a month, and 
coing to Renton Ice, a good part of this period, 
several [5243] days a week to sign checks, and go- 
ing to Hub City Drug one day a month, and he was 
a busy man. 

Now, when he went out to Issaquah that one day 
a month, what does he do? He has already received 
from Mrs. Wilcox her figures. He goes out there 
and Mr. Erickson has these journals posted, and 
has all the expense items broken down on a large 
adding machine tapes, separate both for Alpine and 
Issaquah. 

You have seen the tapes that were supplied. 

Mr. Taylor makes out these big complicated work 
sheets that you have seen so many of in this case, 
one for each business, and then he enters the figures 
in a ledger, and takes off a trial balance and works 
up a profit and loss statement and he goes over this 
statement with Mr. Forster and Mr. Erickson. 

Now, Forster and Erickson obviously knew what 
Mr. Taylor was doing. They knew he was taking 
these totals he was giving them, and they knew he 
was making no audit or verification of these books 
whatsoever, and they knew that all he could do un- 
der ordinary, minimum compensation for what they 
were paying him was that he was doing along with 
all these other jobs that he was handling for Mr. 
Forster. 

Now, Ladies and Gentlemen, when you consider 
this physical situation, undisputed in this ease, 
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and [5244] keep that in mind, I say to you that 
it is obvious the extent that Mr. Forster has gone 
here in his attempt to throw the blame for this 
matter on Mr. Taylor. 

Forster would have you beheve that Taylor actu- 
ally was running all these businesses and making 
all the decisions. Taylor, he says, made the business, 
as well as the accounting decisions, and al] the 
financial decisions. He decided what businesses For- 
ster should buy, and what he shouldn’t buy. 

He decided whether Forster should buy butter 
or whether he shouldn’t buy butter, or whether he 
should sell it. He decided whether Forster should 
accept the directorship of the bank or whether he 
shouldn’t. He decided how much money Forster 
should borrow, and decided the bank account on 
which Forster should draw his checks, individually, 
check by check, apparently. Forster says Taylor 
had and did have the power to cut his own salary— 
eut Forster’s own salary, and he says Taylor actu- 
ally ran the Renton Ice and Iee Cream Company. 

I think those were just about his own words, de- 
spite the fact Taylor had no financial or stock in- 
terest in the company, Taylor was running the 
whole thing. In other words, Taylor coming out 
to [5245] Issaquah one day a month is pictured by 
Forster as the directing genius of this operation, 
and Forster working seven days a week, apparently 
taking orders from Taylor, and when Mr. Griffin 
stands before you this morning and says Mr. Taylor 
Was incompetent and didn’t know what he was do- 
ing, which story shall we believe? 
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Maybe neither story is correct. 

Certainly, if Mr. Taylor was a genius and could 
make all the business decisions that brought about 
an empire that started with nothing, and ended 
up with millions, he was certainly getting under- 
paid at fifty dollars a month for each of these com- 
panies. 

These statements, Ladies and Gentlemen, by Mr. 
Forster would be amusing, if it wasn’t for the seri- 
ousness of this case. They simply illustrate the 
length to which Mr. Forster feels he must go to 
make Mr. Taylor the scapegoat for this tax evasion. 

Mr. Forster offered no explanation except that 
My. Taylor knew about it, and should have reported 
it. Most of his defense didn’t go to the items 
charged here by the Government. He went into a 
myriad of bookkeeping matters, which have noth- 
ing to do with the case, and his accountants couldn't 
explain, because here was an adjustment that 
couldn’t be explained anywhere, and then there was 
something wrong about it. They [5246] went over 
twenty years on cross-examination with Mr. Taylor, 
with year after year, after year, bringing out year- 
end statements, and expecting Mx. Taylor to remem- 
ber whether this figure, why this figure was differ- 
ent from this figure twenty years ago. 

Frankly, I was impressed, mysclf, at Mr. Tay- 
lor’s recollection, at the recollection he did have, and 
at the logical explanation he did have for those 
adjustments, but they have nothing to do with this 
ease, Ladies and Gentlemen of the Jury. They are 
not what the Government is here charging as tax 
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evasion. They are merely an attempt to befog this 
ease and snow it under with a myriad of details in 
an attempt to diseredit Mr. Taylor, so that you will 
lose sight of Mr. Forster, the matters you are here 
actually to determine. 

We say to you, Ladies and Gentlemen, that on a 
detailed consideration of this case, you will find 
that there is no evidenee here sufficient to establish 
the eult of Mr. Taylor, sufficient to establish that 
he knowingly and wilfwily and intentionally evaded 
Mr. Forster’s tax except the oral testimony of For- 
ster himself, and, to some extent, Erickson himself 
on the stand, in this case, and we say to you that 
unless you can believe, beyond [5247] a reasonable 
doubt, that that testimony of Forster and Erickson 
is true, there is no basis in this case for convicting 
My. ‘Taylor. 

And, we submit to you, and I wish to diseuss with 
you, during this presentation, that in the light of 
the contradictions in Mr. Forster’s testimony, itself, 
and in Mr. Erieckson’s testimony, and in the hght 
of the background and all of the circumstances of 
the case, the oral testimony of Mr. Forster and 
Erickson blaming Tavlor, cannot be beheved beyond 
any reasonable doubt, or at all. 

Now, let’s examine the actual issues of tax eva- 


sion raised by the Government as they relate to 
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Mr Taylor. 

Mhe primary charge, and it is apparently ad- 
mitted by all counsel that this is a primary charge, 
the primary charge is that business receipts on a 
large scale coming into Issaquah, both by check 
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and by cash, were not recorded on the business 
books, and were put into Mr. Forster’s savings ac- 
count 198. 

Now, there is no doubt on the evidence how this 
came about, how it was done. In most instances, 
the checks or the cash were received by Erickson, 
but at times, bv Miss Neukirchen, and in any event, 
they [5248] were placed on Mr. Forster’s desk 
without being entered in the books. 

My. Forster or Mr. Erickson took them over to 
the Washington State Bank, and deposited them in 
Account 198. Now, Miss Neukirchen testified that 
Forster directed her to do this. She told you that 
Forster himself told her not to record those receipts 
on the books, and to put them on his desk, along 
with the invoices, and Mr. Forster testified that 
after he had accumulated those invoices, he de- 
stroyed them from time to time. 

Erickson, however, refused through his testimony, 
to say that Forster had directed him to put these 
receipts on his desk, and he refused to say that 
Forster had told him not to enter them on the books. 
But Mr. Erickson had no other explanation for his 
actions than to say that this was the easiest way of 
disposing of them, a very lame explanation, if L 
ever heard one. 

Now, [rickson knew that these receipts were go- 
ing into Account 198, without any record being 
made of them, which could be used to report them 
for tax purposes. Erickson himself made out many 
of the deposit slips, and on those deposit slips, he 
himself each time having simply jotted down the 
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amounts, without [5249] any description of the 
source of the cheek which could be used to report 
them for tax purposes. 

In fact, Forster testified, as J recollect, that he 
didn’t even keep the savings deposit slips by which 
this money went into the bank, so that no record 
whatsoever was kept from which this income could 
he reported for tax purposes, and both Erickson 
and Forster knew it, and were doing it. 

Now, what reason did Erickson have for his do- 
ing such a thing? As we will discuss later, Erick- 
son had no reason to do this, unless he was directed 
to do it by Forster, and it is obvious that on the 
stand, he is attempting to cover up for Forster in 
this regard. 

Now, other receipts, such as the Time Oil rebates, 
and the Farm Rental, came in currency directly to 
Mr. Forster, and handpaid to Mr. Forster, and what 
did he do with that? They also went into account 
198, without any record being made of it whatso- 
ever which could be used to report them for tax 
purposes. Hrickson knew about these two, or at 
least, about the Time Oil, because from time to 
time, he checked the gallonage of Time Oil, and at 
least two times, I think the testimony is, to [5250] 
see that Forster was getting the right amount. He 
even made deposit slips, including some of the eur- 
reney from Time Oil, so that he knew, too, that no 
record was being made of these amounts from 
which they could have been reported for tax pur- 
poses; and Mr. Forster told you that he knew that 
the taxable income of Issaquah Creamery was be- 
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ing reduced by the total original charge of the Time 
Oil Company for their gasoline, and he told you 
that he knew that this expense should have been 
reduced by the amount of rebates he was getting, 
and when he admitted that he did not give Erick- 
son these figures, month to month, as he received 
the money, so that Erickson could put them on the 
books as a reduction of the gasoline expense, and 
that Mr. Tavlor knew, it seems to me he even tes- 
tified that he knew, that the figures on which Issa- 
quah Creamery was paying tax were the income 
figures which ineluded the full deduction of the 
original charge by the Time Oil Company for the 
gasoline. 

Now, this failure to record business receipts is 
the very essence of this case. 

We have in evidence a stipulation, Exhibit 238. 
That stipulation lists 283 checks which were di- 
verted in this manner, The Government says that 
there [5251] were more, but here are 283 checks 
and it includes checks from a great variety of 
sources, and representing a great variety of re- 
ceipts. It includes milk pool payment checks, and 
checks from the Borden Company for payment of 
casein, checks from Consolidated Products, and 
checks for the sale of plastic cream, and checks 
from the Kittitas Novelty Association representing 
sale of calendars, and checks from Stephenson, rep- 
resenting sales of butter, checks from the Daisy 
Dairy representing rent, and checks from Jones 
and Bronson, the law firm, representing collections 
on bad debts, checks from Puget Sound Catering 
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Company, and others representing miscellaneous 
sales, freight refund checks from the Northern Pa- 
eific, and checks from the Western Condensing 
Company for the sale of whey, and checks from 
various companies representing sale of syrup, and 
ehecks for sale of beer bottles and checks coming in 
on the sale of building materials, and gasoline, and 
ehecks coming in for sale of powdered milk, and 
rebates from the pool companies, and on loans and 
all other receipts. It is obvious, when you consider, 
Ladies and Gentlemen, the tremendous variety of 
‘checks diverted and not recorded on the books and 
: put in account 198 that Erickson knew where to 
record them, and he knew where to put them on the 
| ‘books, and that Forster also knew that this [5252] 
income was not being recorded on the books, al- 
- though he contradicted himself, back and forth, ex- 
tensively on this matter, as I will outline to you 
When we commence again after lunch. 
| The Court: Ladies and Gentlemen of the Jury: 
We will now take the noon-day recess. The Court 
ealls your attention to the admonition given you on 
similar occasions, and cautions you you are not to 
~veach any conclusion until this case is finally sub- 
mitted to you after all the argument and the in- 
_ structions of the Court. 
You may now be excused until 1:45. 
(Whereupon, the Jury retired from the 
courtroom. ) 
(Whereupon, at 12:16 o’clock p.m. a recess 
was had in the within-entitled and numbered 
eause until 1:46 o’clock p.m. May 11, 1954, at 
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which time, counsel and defendants heretofore 
noted being present, the following proceedings 
were had, to-wit:) 

The Court: You may call the Jury. 


(Whereupon, the Jury was returned to the 
courtroom. ) 


The Court: You may be seated. 

It is stipulated that the Jury and [5253] all de- 
fendants are present in the courtroom? 

Mr. Griffin: Yes, your Honor, 

Mr. Moriarty: Yes, your Honor. 

The Court: You may proceed, Mr. LeSourd. 

Mr. LeSourd: Thank you, your Honor. 

Ladies and Gentlemen of the Jury: 

My partner tells me that just before we recessed, 
T used Mr. Taylor’s name when I meant Mr. Erick- 
son. It will probably happen again many times 
when we are speaking of all these people, but I am 
sure the context of what I say will make clear to 
you what I mean in that respect. 

When we adjourned, we were speaking of these 
diverted business receipts, and of the fact that Mb. 
Forster knew that they were not being entered in 
the books. 

He, in his testimony, contradicted himself on this 
point from one statement to the next, but he told 
you in the course of that testimony that Erickson 
had told him that he had no place to run the re 
eeipts through the books, and, furthermore, Mz. 
Forster’s sworn statement to the Agents through- 
out the trial was read to vou where he specifically 
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stated that he knew they were not running the cash 
through the cash sales. 

So, we have this diversion of the checks [5254] 
occurring at Issaquah, going into Account 198, not 
being entered on the books, and no record being 
made of all those items from which any book entry 
could be made, or from which a tax return could 
be filed. 

Now, where is Taylor involved in all of this? Ad- 
mittedly, Taylor was not present day after day 
when these checks and receipts were coming in and 
being put in Forster’s desk. Taylor was not receiv- 
ing or handling the checks nor was he putting them 
in the bank account, and when he came out at the 
end of the month, he was given figures from Erick- 
son’s books, and there was nothing in these figures 
that would indicate in any way that these business 
receipts were omitted and never recorded on the 
books. Even if he had audited these books right 
down to the very last invoice, he never would haye 
found out that these receipts were not being put in 
the bank account and recorded on the books. 

Mr. Erickson told you that in most of the cases 
he made no billings out for these items which were 
diverted, and Miss Neukirchen told vou that where 
Invoices were made out, they were put on Mr. For- 
ster’s desk, and he told you that he destroyed them. 

No better system could be devised for [5255] ac- 
complishing a large-scale diversion of ineome and 
preventing vour outside accountant from learning 
ot, no matter how far he Went in verifying the 
details or auditing the books. 
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So, apart from the oral testimony of Mr. For- 
ster, there is nothing in the evidence in this case 
that indicates that Taylor knew a single thing about 
this large-scale diversion of income. 

Now, Forster’s assertion is that he told Taylor 
about this omission of income, and that Taylor 
should have reported the income going into Account 
198. When Forster was asked what figure he gave 
Taylor, he first admitted that he didn’t keep track 
of the items that went into 198, but later, he claimed 
that he told Taylor what the amounts were. 

Later, again, he revised his position again and 
said as to these checks that he didn’t give Taylor 
figures on them, and that he thought that they were 
on the books. Still later, when he was confronted 
with his statement that Erickson had told him that 
there was no place to put them on the books, he 
again reversed his position and said that he had 
mentioned them to Taylor, and Taylor knew they 
were going into 198. 

He admitted then, however, that he didn’t [5256] 
keep track of the figures, and he had no explanation 
of how he could give figures to Taylor, when no 
record was made any place of those figures. 

You will remember then that on Mr. Griffin’s 
redirect examination, Mr. Forster was shown check 
after check coming in to Issaquah from other com- 
panies in which Forster had an interest, and he 
was asked whether it ever occurred to him to tell 
Taylor about these checks, and he said “No,” it did 
not ever occur to him to tell Taylor about them. 

On my recross-examination, I asked him if that 
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were tine, how he thought Taylor knew about them. 
“Well,” he said, ‘“’Paylor knew about them because 
(told him.” And I said, ‘Tf it never occurred to 
you to tell him about those checks, how did it hap- 
pen you told hin?’ And he sat there, and had no 
answer and he couldn't answer that question. 

Now, with respect to the Time Oil rebates, the 
situation is the same. Forster admitted that he 
didn’t designate on his deposit slips the source of 
the cash. It went in as currency on this one item. 
No way of telling what went in from Time Oil. And, 
he further admitted he kept no other record of 
Time Oil. 

Yet, he made all sorts of contradictory statements 
about telling Taylor about this item. First, [5257] 
he told you that he told Taylor when he originally 
made this deal with Time Oil, and that Jater on, 
it was two cents a gallon and he told Taylor about 
that, and when we asked him how Taylor was to get 
or did get the amounts, which he thinks should have 
been put on his tax return, he said, ‘‘Taylor could 
have received that information either from me or 
the Time Oil Company.” 

And then later he told you he gave Taylor this 
information at the end of the year, and that he gave 
him an approximate amount that had been received 
irom Time Oil Company. 

We asked him how he got that approximate 
amount when he didn’t keep any records, and when 
he was questioned about this, he said it was an 
approximate amount, and when Taylor asked him 


about the interest and donations and other items 
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at the end of the year,—then I read Mr. Forster’s 
sworn statement to the Agents, in which he stated 
that he never mentioned to Taylor the amount of 
the Time Oil Rebates, because he didn’t know the 
total amounts for the year. Mr. Forster admitted 
making this statement, and what does he do? He 
again reverses his statement and says he didn’t go 
over the thing at the end of the year, as previously 
said, but that he told [5258] Taylor the amount he 
was getting monthly. 

That was on redirect. 

Then, again, on my recross examination, he said, 
well, he didn’t give Taylor a figure every month; 
he simply told Taylor the approximate amount that 
it was every month, and there we have him back 
and forth in contradictory positions, and all the 
time, it is evident from the physical exhibits that he 
never kept a record, so that he knew what he got 
to tell Taylor to put in his returns. 

Mr. Taylor tells you he had heard they were do- 
ing business with Time Oil and they were getting 
a rebate, but he assumes, like with the rebate from 
other companies before, that it was being properly 
handled and recorded in the books out at Issaquah. 

It is obvious that Forster on this is not telling 
the truth. He even tells you both sides of the storv 
and contradicts himself. 

He received this large amount of income knowing 
it was not being recorded any place, and not going 
in his returns, and he wasn’t keeping a record oF 


giving Taylor or Erickson or anyone else the infor- 


| 


Umted States of America 2065 


mation on which it could have been put in his 
return. 

Now, apparently realizing that, realizing that his 
testimony was unbelievable on that score, [5259] 
Mr. Taylor fell back on the argument 

Mr. Cox: (JInterposing) Forster. 

Mr. LeSourd: (Continuing) Excuse me. Mr. 
Forster fell back on the argument of saying that 
Taylor should have returned this income for him 
because Taylor had heard mentioned the balance in 
account 198. 

Now, Forster went to great lengths in this ease 
to try to establish that Taylor had heard or knew 
the balance in Account 198. Why he did so, I cer- 
tainly never will know, because Mr. Taylor took the 
stand and said certainly, he knew that Mr. Forster 
had a savings account at Issaquah, and it was en- 
tirely possible that the balance in that account was 
mentioned in his presence from time to time, or 
at times, but nevertheless, Mr. Forster’s defense 


puts on Mr. Strack and Mr. Donaldson twice, and 
they put on Beadon Hall and they introduced A-61, 


this little personal list of assets that Mr. Forster 
says he found in Ins bureau drawer,—he never 
found another, but he found that in his bureau 
drawer—all of which amounted to what? To show 
that Tavlor knew the balance in 198. What if he 
did know it? What is there in the balance, and 
assume he did know it, what is there in the balance 


of [5260] account 198 that would ever show to Mr. 


Taylor, or anybody else, that there was all these 


business receipts coming in to Tssaquah daw after 
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day, and not being recorded on the books, and being 
diverted into this account? 

The balanee, if you will look at the bank state- 
ment, in evidence here, practically didn’t vary ali 
through this period. At the end of every year, it 
was Just about the same. In fact, in 1949, there was 
a sharp drop from 1948 in the balance in that ac- 
count. 

Fiow could anyone, even if he took the balance : * 
the end of each year and compared them, have 
known there was $25,000 or $50,000, or whatever 
it was, a year going into that account from diverted 
business receipts and then being drawn out for 
other purposes? There was nothing in that account 
that would enable Mr. Taylor to make any returns 
of that income or enable him to know that there 
was that income being diverted into that account 
and not recorded on the books of Issaquah Cream- 
ery Company. 

Now, furthermore, it is the fact that Mr. Forster 
had a large balance in this account, and had pe 
sonal assets. That certainly wasn’t anything sur- 
prising, or that should cause suspicion. Forster 
had [5261] been drawing $24,000 a year since the 
early *30s and while in some of the tough years, 
he couldn’t draw it at one time, he got it later, 
and he got it without taxes in effect because the 
company was paying his tax, and Mr. Erickson 
testified that the taxes paid, which were charged 
to his, perfectly properly to his, proprietorship ae 
count in Alpine Dairy and taxes paid in 1945 to 
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1949 amounted to far more than $100,000 which 

were paid for him. 

Moreover, in this proprietorship account of Al- 
pine Dairy, he had a drawing account, and the evi- 
dence shows he drew Jarge amounts from that ac- 
count mn the various years. He was drawing large 
amounts to pay for these investments he was mak- 
me from that account. All that is proper in a 
wholly owned business of that sort, but the money 
is eredited to the proprietorship account to pay 
taxes on it, and that is your ownership of the busi- 
ness on which the tax is paid. He ean withdraw it 
at any time he wants to, and it is clear in the evi- 
dence that he did make substantial withdrawals. So, 

what is there in $100,000 deposit in the bank ac- 
count that would make Taylor think that there were 
these large amounts of income from diverted re- 
eeipts which were not being reported? There, as I 
say, 1s the most [5262] important part of this case 
—the diversion of these business receipts at Issa- 
quah. 

And the next most important part of this case, 
Ladies and Gentlemen, is the charging off of per- 
sonal expenses to business expense on a very large 
scale. 

Here, again, we say to you that there is no eredi- 

ble evidence that Taylor knew about this, or was 
in any way involved in this thing except the oral 
testimony of Mr. Forster, and even—on this point 

even, there is no such evidence. 

Now, the figures from these books, as I have said 
before, were given to Mr. Taylor at the end of the 
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month by Mr. Erickson. You saw the adding ma- 
ehine tape and expense items were broken down in 
these long tapes, and they were listed by name and 
number, plant expense so much, supplies so much, 
and advertising so much, and so on, down the line, 
through all the expenses of this large business. 

We find now that buried in those sums were large 
amounts of personal expenses of Mr. Forster which 
had been paid by Mr. Erickson and had been 
charged off to these various accounts, but there was 
nothing in what Mr. Taylor got that would indicate 
that there was anything in the journals of Mr, 
Erickson, [5263] even if Mr. Taylor had gone into 
every item in the journal, that would have shown 
you—shown him, excuse me—that would have 
shown there was these personal items charged to 
business expense. 

As Mr. Eppler told you, in a business of this 
magnitude, a check may have been written to almost 
any payee and have been a perfectly legitimate busi- 
ness transaction, and a!l that Erickson had in those 
journals was the name of the payee and the amount, 
and, suppose Mr. Taylor had been auditing the 
books and had even gone down to the check stubs, 
he still would have learned nothing more. 

In fact, Mr. Griffin introduced in evidence—I 
think it was A-134,—the check stub of the Puget 
sound Products, Incorporated. What does it show? 
It just says Puget Sound Products and the amount, 
and the date. That is all. Even if Taylor had gone 
to the cheek stub, he wouldn’t have known that 
tha-a orrcenal expenses were charged to busimiem 
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expenses. Who would know? Mr. Forster knew, 
and Mr. Erickson knew. The only way Taylor 
could have found out, was to take each one of the 
checks and to quiz Jforster and Erickson about 
them. But, they knew about them. It was their 
responsibility to put those in the books properly 
in the first place. [5264] 

Now, how do they in any way attempt to blame 
Taylor on this transaction? They didn’t say they 
told Taylor ahout this. They couldn’t very well, 
because these checks were all of a different nature, 
day to day, and coming m and charged to different 
accounts, and Taylor wasn’t there, and it would 
have looked ridiculous, so, what did they do? They 
put two accountants on the stand, Mr. Alkire and 
Mr. Gorans, and they testified that it was the re- 
sponsibility of an accountant keeping a general 
ledger—he was responsible for the accuracy of 
every single figure that goes in that ledger, no mat- 
ter what he is paid, nor what he is hired to do, no 
matter whether he has the power, right down to the 
very last invoice, detailed check, or oral examina- 
tion. 

Now, Mr. Alkire and Mr. Gorans are respected 
members of the accounting profession in this City. 
Jt is obvious, however, they are a part of the same 
firm, and it is obvious that their partisanship lets 
them take the stand and testify without adequately 
investigating the particulars before they took the 
stand. They both admitted on cross-examination 
that thev themselves do not do this tvpe of work. 
They do not keep general [5265] ledgers, and ther 
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admitted that they did not inquire of the account- 
ants in the City, and it is a very large practice, that 
do keep ledgers as to what the responsibility of such 
accountant is, and they further admitted that they 
didn’t check the Treasury Department’s ruling on 
the subject. 

We put on the stand Mr. DeFriel, a certified 
public accountant, with many years’ experience in 
doing this work. He never met Mr. Taylor until 
the day he walked in to testify, and he told you that 
this type of employment is very common in the City 
among the smaller accounting offices hecause many, 
if not most, small business enterprises do not want 
to go to the expense of hiring accountants to make 
a thorough audit of their books at the end of the 
vear. They are willing to rely on their own book- 
keeping staffs for the accuracy of the figures, but 
they would like to have an outside accountant keep 
the general ledger, and make the tax returns, so 
as to get the benefit of his knowledge as to dedue- 
tions, depreciation rates, and other technical things 
of that sort. 

Mr. DeFriel told you he was familiar with the 
custom and the practice and the responsibility. He 
wes familiar with the Treasury rules on the [5266] 
subject, and he said emphatically to you that an 
accountant keeping a general ledger is not respon- 
sible for the accuracy of the figures given him. He 
has no duty to verify them. He has the right to 
rely on the fact that they are accurate when they 
are given to him. 

Now, we point out to you that under the instrue 


Umted States of America 2561 


tions which we believe the Court will give you in 
this case, Mr. Taylor is responsible here only for 
actual knowledge. He is not responsible for what 
he did not knew, even if he should have known, but, 
nevertheless, we say to you, that it is clear that an 
accountant, a public accountant, handling a general 
ledger, and taking figures given to him by his client, 
has no duty of making an audit or of verifying 
those figures in any way. 

But, as I said here, even if he had tried to verify 
this, he would have found nothing. 

The fault here, Ladies and Gentlemen, in this 
ease, lies not in the keeping of the general ledger, 
as Mr. Griffin would have you believe. It lies in 
the fact that out at Issaquah they didn’t enter basic 
material in the books, and the cash in the diverted 

receipts, and they put them in the books improperly 
| in the ease of personal expenses so that no account- 
ant handling the general ledger, no [5267] matter 
| how the general ledger was handled, even if every 
posting reference was there, and every “i’’ dotted, it 
wouldn’t have made a bit of difference in this ease, 
_beeause there is where the income was omitted, on 
which the tax was not paid. 

Now, the same equivocalness and contradiction in 
testimony that characterized the position of Forster 
,and Erickson on these first two matters, also charae- 
terized the 1949 year-end adjustments at Issaquah 
Creamery Company. 

Erickson made four changes in his books. He 
dupheated the Stephenson invoice. He—that was 
about eighteen thousand. He duplicated the Con- 
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solidated invoice. That was about eighteen thou- 
sand. 

And, inereased the milk drafts five thousand im 
November, and five thousand in December. 

Now, the effect of these four changes was to in- 
crease accounts payable by eighty thousand dollars. 

The question is, how did this come about and who 
was responsible for it? 

Mr. Forster, by his own admission raised the 
deuce about the profit of Issaquah Creamery Com- 
pany, at the end of the year 1949. He told Taylor 
it was ’way out of line, and impossible. Taylor 
says [5268] he even threatened to get another ac- 
countant. 

Erickson admits that he was in on part of this 
conference, and Taylor says he was there most of 
the time. 

Certain facts are in agreement. It is agreed that 
the conference was held. It is agreed that Forster 
objected violently to the profit. It is agreed that 
Taylor came back later, and that meanwhile Erick- 
son had made some changes in his books, and that 
he gave corrections to Taylor, and that Taylor made 
the corrections on his work sheet, which is here in 
evidence, and they went on the tax return. And, 
it is agreed that Forster came in and signed that 
tax return before it was filed. 

Now, the other facts, however, are in dispute. 
Erickson testified that following this meeting with 
Forster and Taylor, that Taylor came out and told 
him to make the changes in his accounts payable, 
and that he did so. Taylor, on the contrary, tells 
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you that when Forster raised this fuss about this 
high profit, Taylor told him, “Well, this is what the 
books show. I am satisfied that my computations 
from the book figures are correct, and this is it. If 
you are so sure that there are mistakes, supposing 
you go ahead and try and find the mistakes, and if 
you find mistakes, I will keep my ledger [5269] 
open so that I can make the changes if you find 
those mistakes.”’ 

And, Taylor says that he waited until the first 
part of March, and no word was coming, and he 
‘phoned Mr. Forster and was told to ‘phone Mr. 
Krickson, and was told ‘‘There are changes.” 

And he goes out to Issaquah, and was given 
changes, and he puts them on the tax return, and 
he tells you that Forster came in to sign the return, 
and he went over the changes with Mr. Forster and 
he told Mr. Forster he was getting them from Mr. 
Erickson and it was up to Forster and Erickson to 
substantiate them. 

Now, who is telling the truth? 

Mr. Forster’s, and Mr. Erickson’s, testimony on 
this score, like the testimony on the other is, we 
submit to you, contradictory and unbelievable. 
Erickson, in a sworn statement to the Revenue 
Agents that was read during his cross-examination, 
stated that Taylor came out of this meeting at the 
end of January, 1950, and told Erickson to inerease 
his accounts payable eighty thousand dollars, and 
Erickson in that sworn statement went on and said 
that in February, 1950, following this conversation, 
he did so, and that he increased his accounts pay- 
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able by [5270] eighty thousand dollars, and that he 
did so, he went on in that sworn statement, by 
duplicating the Stephenson invoice, by duplicating 
the Consolidated invoice, and by increasing the milk 
drafts ten thousand dollars—total eighty thousand 
dollars. 

Early in the trial, however, Mr. Eppler was on 
the stand and testifying to the statements that were 
made to him before the trial, and during Mr. Epp- 
ler’s examination, we showed you that Erickson’s 
statement was not true, because the Stephenson in- 
voice, which he swore to the Agents he had changed 
in February, 1950, had not only been duplicated 
prior to January 15, 1950, and had been cleared off 
the books January 15, 1950, by a phoney check 
written to Stephenson, but deposited in the Issa- 
quah Creamery Company bank account. 

What happened in the light of that testimony ? 

Myr. Erickson took the stand at the close of the 
case and shifted his story entirely. Now, he testi- 
fies that Mr. Taylor came out of that meeting and 
told him to raise his accounts payable sixty thou- 
sand dollars, and not eighty thousand dollars and 
he further says that back in December of 1949, that 
Taylor [5271] told him to increase accounts pay- 
able twenty thousand, something he never told the 
Agents whatsoever, and that he duplicated the 
Stephenson invoice at the end of December, 1949, 
because Taylor had told him to increase the ae- 
counts payable twenty thousand dollars. 

Now, Iirickson likewise, between the time he tes- 
tified to the Agents and the time he testified here 
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on th stand, had worked up an expanded set of 

reasons for these changes, as Mr. Cox read to you 

during his cross-examination of Erickson, Erickson 
in his sworn statement had said that he had reduced 
the inventory at the beginning of 1949 by $29,000. 

Now, no other reduetion of inventory was men- 
tioned by him to the Agents. On the stand here, 
however, he talks about a fifty thousand dollar re- 
duction of inventory in 1949 as the basis for the 
year-end 1949 adjustment. Not twenty-nine thou- 
sand. Now it is fifty thousand. 

Now, this change in testimony, we submit, was 
probably made in order to tie in with a fifty thousand 
dollar figure that Taylor had temporarily used in 
Mareh and April, 1949, to indicate that there might 
be something wrong with the books in that regard. 
The purpose is, clearly, to make it appear [5272] 

| that there was some substantiation to Erickson’s 
elaim that he was instructed by Taylor to make 
these adjustments. 

However, even on this, Erickson’s testimony is 
_ full of contradictions. While he at one time claimed 
that he redueed the 1948 inventory $25,000 at the 
end of 1948 and again later in his testimony he 

said he did not reduce it at the end of 1948 by 
1 325,000. 

What is the fact as to that? 

He was asked what the true inventory was at the 
end of 1948 and he said it was close to $100,000. 
Now, the physical exhibits, his own inventory slip, 
| which is in evidence in this ease, shows an mven- 


tory of eighty-three thousand dollars. So, it is ob- 
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vious on his own testimony that there was not a 
$25,000 reduction of inventory, and it is apparent 
that the only reduction of inventory at the end of 
1948 was the $10,000 which Mr. Taylor took out 
of merchandise inventory and put in the building 
material inventory, as he told you on the stand, and 
which is shown on his work sheet, which, of course, 
had no effect on taxes whatsoever. 


Now, 1f reduction of inventory were made by 
Erickson monthly during the intervening months 
of [5273] the year that would have no bearing on 


ees: 


Most businesses, as a matter of fact, Ladies and 
Gentlemen, do not take actual detailed inventories 
month by month in their business. They make esti- 
mates of their inventory all during the year. The 
time the inventory is important for tax purposes 
is the closing inventory of the year, and so it would 
make no difference in this case what the inventory 
was estimated to be, or how the estimate was ar- 
rived at during the year. 


It is onlv that year-end inventory that has any 
tax significance. The $50,000 offset that Mr. Taylor 
used in March and April, 1949, to flag something 
would make no difference at all in this case, be 
eause, as I sav, the matter of inventory on monthly 
statements is immaterial for tax purposes and those 
estimates are made by the management in any way 
that they see fit. 

Now, Erickson, however, said that in ecertaiil 
months in 1949. he reduced the inventory fifty thou 
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sand dollars, and he further said that he did this 
on ‘Taylor’s instructions. 

Now, on Mr. Maxwell’s cross-examination, he said 
that in February, 1949, he redueed the inventory 
for January 31, 1949, by fifty thousand dollars, and 
that [5274] he made a similar reduction each month 
thereafter in the figure that he gave to Taylor down 
to and ineluding December 31, 1949. 

Now, that was his last testimony on the subject. 
Previously, he testified that he gave Taylor the 
actual inventory in March and April, 1949. 

Which of the two statements is true? 

Not only is there inconsistency on his testimony 


| of the inventory figure during 1949, but further 


4 


{ 


inconsistency in his testimony on the ending inven- 
tory that he gave to Taylor at the end of 1949. 
That is, the inventory he gave to Taylor on the last 
of January, 1950, when Mr. Taylor came out to 


, Issaquah. 


Erickson’s final testimony on this matter under 
recross examination by Mr. Maxwell was that this 
inventory figure that he gave to Taylor was fifty 
thousand dollars less than it should have been, but 
prior thereto, he had attempted to justify his dupli- 
eation of the Stephenson invoice, which obviously 


‘occurred before January 15, 1950, by stating that 


his purpose in duplicating it was to increase the 
year-end inventory, and that he did increase the 
year-end inventory by twenty thousand dollars to 
offset this Stephenson invoice. If he had done this, 
then the inventory given to Taylor at the end of 
1950 under his [5275] own testimony that he was 
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consistently dropping this fifty thousand dollars, 
would have been only thirty thousand dollars re- 
duced, not fifty. In one point, he says that, and at 
one point, he says it was fifty thousand reduced. 

Now, Erickson’s entire testimony on this subject 
is exceedingly vague and contradictory. He said 
that he didn’t like making these changes, and that 
it was something he had never done before. 

If so, it must have stuck clearly in his mind and 
why did he not remember all of those details when 
he gave his testimony on this subject to the Revenue 
Agents a year or so or more before this trial? 

Now, sometimes when one is confronted with a 
very difficult set of facts, it is very illuminating to 
step back a few paces and to try to get a general 
prospective of the whole thing. 

Let’s do that here. Let’s see if we can see these 
facts in their proper setting in this case. 

Now, looking at this whole picture, we see in the 
first place that it was Forster who was raising the 
fuss about the income. No one else had any reason 
to care whether the income was high or low, large 
or small. Forster, however, had to pay tax on that 
income, and he was the one who was squawking 
about it. [5276] 

The next thing, when we look at this whole set 
of facts in perspective, is that the amount of in- 
ventory was peculiarly within Forster’s and Eriek- 
son’s knowledge. They were the ones that were tak- 
ing the inventory. The inventory was taken by For- 
ster through his plant manager, and Erickson said 
he was pricing the inventory. 
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Taylor was not there when the inventory was 
taken. 

Now, Isrickson tried to tell you that Mr. Forster 
never even Jooked at the inventory in this case. It 
is inconceivable to anyone who has had any business 
experience that the owner of the business would 
pay no attention whatsoever to his inventory. As, 
T think Mr. Moriarty said to you, how would he 
know what he had to sell? Mr. Taylor, nor Erick- 
son, had incentive or reason to tamper with the 
accounts payable or the inventories of this business. 

Their jobs were to keep the books and make out 
the tax returns, and no reason appears why they 
on their own, or cither of them on his own, should 
have made improper charges in these figures. For- 
ster was the only one to whom this was important, 
and he was the one who was squawking. I say to 
you, if orders came from anyone to Erickson to 
make [5277] these changes, it would certainly ap- 
pear probable that they came from Forster. 

Mr. Erickson made these changes at the end of 
1949 in his own books and in his own writing. Con- 
sequently, he has to offer some explanation to you 
for it. Either he is completely responsible for it, 
or he must say that someone ordered him to do it. 

In his testimony, he is obviously covering up for 


Forster. You watched him on the stand. You heard 
his testimony about putting these checks on Mr. 


—— 


Forster’s desk without ever saying a word about 
it—mum, is the word—he puts them on his desk, 
and Forster hands them back, and he writes out a 
deposit slip and he never says a word. He is obvi- 
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ously covering up for Forster. He borrowed money 
from Forster. He is dependent upon Forster for 
his livelihood, and he took the stand and testified 
under that basis. He can’t say that Forster made 
the—he can blame it on Taylor. 

What is more natural than Erickson taking the 
stand and saying, “Taylor told me to do it. Taylor 
told me to do it.” 

But, Krickson’s testimony is simply unbelievable 
upon that score. He says, “I didn’t like to do this.”’ 
Never done it before, but Taylor told [5278] him 
to, so he had to do it. 

And, he says, he never bothered to tell Forster 
about it, never bothered to tell him he was doing it. 
He never bothered to ask Forster whether he should 
do it, and he even put that phoney Stephenson 
check in front of Forster, and had Forster sign it, 
and never uttered a word that he was making 
changes to save Forster fifty thousand dollars in 
taxable income. 

Now, is it conceivable to you, Ladies and Gentle- 
men, that Mr. Erickson, working there at Issaquah, 
day in and day out, under Mr. Forster, under his 
thumb, being buzzed in and out of his office, being 
paid by him, dependent upon him for his livelihood, 
would have made changes that he thought were im- 
proper and he didn’t like to do in these books?— 
The changes being for the benefit of only one per- 
son, Mr. Forster, without even asking Mr. Forster 
whether he had to do it? Is that conceivable to 
you? 

Neither Mr. Erickson nor Mr. Taylor had any 
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reason to do anything except on orders from Mr. 
Forster, and Mr. Krickson is the one who did it, 
and he made the changes, and IT say to you that 
there is only one place that this order could have 
come from, and that is from Mr. Forster. [5279] 

Now, Mr. Forster’s testimony about these changes 
is even more contradictory and unbelievable than 
My. Krickson’s. 

In the first place, Mx. Griffin, in his opening state- 
ment here, said that it was at the end of November, 
1949, that this conference occurred, in which Mr. 
Forster objected to the profit, and Mr. Griffin said 
to you that it was the big profit in November, or a 
profit in November, that he was objecting to, be- 
eause November, in the history of the business, 
never showed a profit, and he said that at the end 
of November, this November profit being out of 
line, that Forster objected to it. M1. Griffin could 
only have received that information from his client, 
Mr. Forster, and it is obvious that Mr. Forster was 
trying to admit to an annual 1949 figure, which was 
used for income tax purposes. 

But then, when the work sheets were introduced 
in this case, the work sheets showed clearly that 
there was no profit for November. There was a loss 
for November, and then Mr. Forster was required 


_to take the stand and admit that, yes, it was the 


conference at the end of January, 1950, that he ob- 
jected to the income, but then, what does he say? 
He says at first he didn’t object to the annual figure, 


it was the [5280] profit for the month of Deeem- 
ber he objected to, and that December never showed 
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a profit and he said, “Here comes Taylor, and fig- 
ures out a profit of twenty thousand dollars for the 
month of December, and I told him it was impos- 
sible.” 

Well, as a matter of fact, even at that point on 
the stand, Mr. Forster first said there was a profit 
shown by Taylor in both November and December. 
We first showed him the November statement show- 
ing a loss, so then he said, “Well, I didn’t testify 
there was a profit in November; it was December.” 

But, the work sheets themselves showed that the 
original figures that Mr. Taylor arrived at at the 
end of January, 1950, showed a loss of about twenty 
thousand dollars for the month of December, and 
not a profit of twenty thousand dollars. Mr. Forster 
went back and forth on this. First, he said that 
there was a twenty thousand profit in December, 
and he said there was a twenty-five thousand profit 
in December, and then he said Taylor told him the 
annual profit looked like $127,000, and then on re- 
direct by Mr. Griffin, he said it looked like 110 or 
115 thousand. The second is that Mr. Taylor’s work 
sheet, when originally put in front of him, and it is 
here in [5281] evidence, when originally put in 
front of him at the end of January, 1950, showed 
$101,000 profit, and a loss for the month of De- 
cember. 

So, then, Mr. Forster admitted finally that he 
did take objection to the annual figure, the annual 
profit figure, and then he said that—he said it was 
impossible, and that he told Taylor to look it over, 
and that is all he knows about it. 
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That is all he knows about it—never heard about 
it again until after the investigation started. Ad- 
mits he signed the return, but he didn’t inquire, and 
he didn’t ask either Erickson or Taylor what had 
happened; whether they found anything. 

No, he vaised this big fuss and said it was im- 
possible, that there must be something out of line, 
that he couldn’t have made a profit of that size, but 
yet he would have you believe he went over and 
signed the tax return without even asking whether 
they found anything or didn’t find anything. 

Now, I say to you that that is completely unhe- 
hevable. No man, least of all a man who had built 
up a chain of enterprises by controlling every penny 
and by operating more cheaply than his competi- 
tors and out-competing some of the largest firms in 
this nation, no man who had done that, or any 
businessman who had [5282] truly believed that a 
profit was too high and that it was wrong and that 
there was error and said it was ’way out of line to 


the year before, no such man would have signed 


such a tax return and never asked anybody whether 
they had found anything wrong. 

His testimony is simply not credible. 

Mr. Taylor’s testimony—and I point out to you 
that you did not hear Mr. Taylor’s testimony con- 
tradicted or impeached while he was on the stand— 
his testimony on these 1949 adjustments has been 
consistent all the way through, for the Agents and 


mmere. Ife says he went in, he figured out the profit, 


: 


he showed it to Mi. Forster and Mr. Erickson was 
there and Mr. Forster raised Cain about it, and he 
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told him that this was what the books showed and 
that the figures were accurate and he said that if 
there were any errors, there were errors on Mr. 
Hrickson’s books, and if there were errors, he was 
glad to correct the figures, and if there were errors, 
he would hold his ledger open and he could reflect it. 
In the beginning of March, 1950, he goes out and 
he is eiven these changes, and he writes these 
changes on the work sheet correctly in a separate 
column for everybody to see, and he makes the cor- 
rections caused by them on his work sheet, and he 
makes out the income tax return, and he has Mr. 
[5283] Forster come in, and then explains them 
and points out what the figures are that are given 
to him, and he says, “These come from you, and it 
is up to you to substantiate them.” 

Now, all of this happened, Ladies and Gentlemen, 
at a time when Mr. Taylor was in difficult troubles 
of his own. On March 2nd, that same time as he was 
making these changes in this inventory, he pled 
guilty to tax evasion in his own case. Is it believ- 
able that any man at that time, under those cir- 
cumstances, would have consciously and knowingly 
and wilfully altered his figures to wrongfully reduce 
the profit by fifty thousand dollars of Issaquah 
Creamery Company, knowing that they were—that 
those entries were false? It just is simply not he- 
lievable, and we say to you that looking at the 
thing as a whole, that looking at the contradictions 
in all of the testimony, looking at the consistency 
in Mr. Taylor’s testimony, looking at the motive of 
the people involved, that it is obvious that when 
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Mr. Taylor left that conference, Mr. Forster in- 
structed Hrickson to make these changes, and he 
knew all along that they had been made, and it was 
on his direction and for his benefit that the changes 
were made in these books at the end of 1949. [5284] 

Now, the only other issue that the Government 
raises as to Issaquah Creamery Company is the 
issue as to the changes in milk price in 1948 and 
1949 between Issaquah and Alpine. Mi.—there is no 


evidence in the record that Mr. Taylor had any- 


| 
' 


thing to do with that whatsoever so that I will pass 
it over except to say that I, myself, ean’t see where 
they have anything to do in this tax case. 

They were buying and selling milk, and entitled 
to put any price they pleased on it, and I ean’t see 
where that should be in this ease at all, but that 
is no coneern of mine. 

Now, in addition to these matters of Issaquah 
Creamery, and, of course, some of the matters I 
touched on heretofore bore on Alpine, too, beeause 
some of these expenses were charged off at Alpine, 


on personal expenses, but, in addition to these mat- 


ters, the Government in its exhibit 279, and you 


‘should look at 279, and 280, they are the details of 


what the Government charges in this ease. 

In 279, the Government claims that Mr. Forster 
got income from other corporations in which he held 
.an interest which should have been reported, and 
“whieh was not reported. [5285] 

One of these is Simonson and Forster. Mr. For- 
ster was paid one hundred dollars a month from 
(1948 and 1949. Mr. Moriarty vesterday said some- 
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thing about 1945, 1946, 1947, but there is no evi- 
dence of that in this case. 

We are dealing here with 1948 and 1949. Now, 
there is a conflict in the testimony between Mr. 
Taylor and Mr. Forster, as to what happened at the 
end of 1948 with regard to this matter. 

Mr. Taylor told you that he talked to Mr. Forster 
about it, and that these hundred dollar checks had 
been sent during the year, but it hadn’t been deter- 
mined what they were, whether they were going to 
be a loan or salary, or what they were, and they 
were set up in the general expense column, mean- 
while, and that he talked to Mr. Forster about it 
at the end of the year, and Forster said it couldn’t 
be a salary, because the company was short of 
capital and that, he said, “Talk to Mr. Simonson 
about it,” and that Mr. Simonson had some ar- 
rangement on it, and that they would have to put it 
back. 

And, Mr. Taylor says he talked to Simonson and 
that Simonson was buying equipment out of his 
funds, and that he would collect the $1200 for Mr. 
Forster, and that should be so handled on the books 
[5286] of the company, and we have the work sheets 
ot Mr. Taylor at the end of that year in evidence 
in this case. 

This was a work sheet made at that time, and no 
afterthought made for the purpose of this trial, and 
if was made at that time and in that work sheet 
the one hundred dollars is taken out of general ex- 
pense and charged back to income of Simonson 
and Forster. 


i 
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fn other words, no deduction was taken for that 
one hundred dollars, so it was obvious it was not 
to be treated as salary to Mi. Forster in any way. 
It was charged back to income, and it was set up 
in the equipment account—rather, it was an item in 
the equipment account for this equipment which 
had been put in. It was larger in amount than this, 
put part of that was the $1200 which Mr. Forster 
owed and the $1100—and the $1100 figure which 
Mr. Simonson himself had owed to the corporation, 
and that was how the equipment was thereby paid 
for. 

In other words, at the end of 1948, this was to 
be treated as a loan to Mr. Forster, not as salary 
to Mr. Forster, and he was to repay this money, 
and it is reflected in the accounts of the company 
at the time in accordance with that basis. Mr. 
[5287] Forster says no such conversation occurred, 
but one of the girls from Simonson and Forster 
told you, and she was—I have forgotten her name 
—she was the girl who was working in the office at 
the beginning of 1949, and she told you that she 
overhead a conversation between M1. Taylor and 
Mr. Simonson about this. 

Unfortunately, Mr. Simonson has passed away 
and can’t confirm what that conversation was, but 
here is something that happened at the time and 
the amounts were taken out of expense. They were 
eharged back to income and they obviously were 
not to he treated as a salary or compensation to 
My. Forster at that time. 

Now, the same thing was true of 1949. Unfortun- 


2578 Hans Forster vs. 


ately, the work sheet for 1949, which was present 
here prior to the trial, got lost. I can well appreciate 
how it would get lost in the state that the records 
were in in the room upstairs, where they were held, 
but My. Taylor told you that the same type of ad- 
justment was made at the end of 1949. 

This is a good stopping point, your Honor. 

The Court: Ladies and Gentlemen of the Jury: 
We will now take the mid-afternoon recess, and the 
Court calls your attention to the admonition given 
you on similar occasions, and asks that you heed 
it on this [5288] occasion. 

You may now be excused. 

(Whereupon, the Jury retired from the court 
room. ) 

(Whereupon, at 2:44 o’clock p.m., a recess 
was had in the within-entitled and numbered 
cause until 2:59 o’clock p.m. May 11, 1954, at 
which time, Counsel and Defendants heretofore 
noted being present, the followimg proceedings 
were had, to-wit :) 

The Court: You may call the Jury. 

(Whereupon, the Jury was returned to the 
court room.) 

The Court: You may be seated. 

It is stipulated that the Jury and all Defendants 
are present in the court room? 

Mr. Griffin: Yes, your Honor. 

Mr. Moriarty: Yes, your Honor. 

The Court: You may proceed, Mr. LeSourd. 

Myr. LeSourd: Thank you, your Honor. 

Ladies and Gentlemen: Another one of the sub- 
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sidiary issues raised by the Government in this case 
is that Mr. Forster shouid have included in his re- 
turns, or that Mr. ‘Taylor should have included for 
hin, the amounts in each of these years equal to 
sums paid to Mary Finstad with regard to the pur- 
chase of stock in Finstad and Utgard. They say that 
Mr. [5289] Taylor for a number of these payments 
Should have seen that an equal amount was in- 
eluded in Mr. Forster’s return. This situation is a 
very complicated one and much more appropriately 
would be in the Tax Court for a real argument as 
to whether it is taxable or not than in a criminal 
ease where we are dealing with knowledge and erim- 
inal intent. 

The factual situation is that Egeness, together 
with some associates, was purchasing the shares of 
stock of Finstad and Utgard from his aunt, Mary 
Finstad. This was on a contract. Mr. Egeness and 
his associates were obligated to pay the balance of 
that contract. 

For several years, they had been making pay- 
ments, and they did show they were doing so, by 
having those payments made by check of the com- 
pany, Finstad and Utgard, and charged to their 
salary account as the personal expenditures of Mr. 
Forster in this case should have been charged on 
Mr. Erickson’s books. 

Horster entered the picture at that time and en- 
fered into an agreement with Mr. Egeness and his 
associates, giving to Forster the right to buy their 
interest in their contract with Mrs. Finstad. This 
agreement is in evidence. You can read it. It [5290] 
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doesn’t obligate Forster to do a thing. Forster has 
a right to stop at any time, and not be liable for 
any further payments whatsoever, but he had the 
right, if he so desired, to buy out this stock, to buy 
the interest in the contract, and to make the pay- 
ments to Mrs. Finstad and to buy the stock. 

Now, after this agreement was entered into, Mr. 
Egeness went right on as before, making the pay- 
ments to his aunt, Mrs. Finstad, by corporate check 
of Finstad and Utgard, charged to his salary ac- 
count. Mr. Egeness was still liable to Mrs. Finstad; 
Mr. Forster was not. And, these payments, as they 
were made, month by month, extinguished Mr. 
Egeness’ lability. He was directly concerned. If 
Mr. Forster had decided not to go ahead with this, 
Mr. Egeness would have had to pay for it, and the 
stock would have been his. 

Mr. Griffin spoke about Mr. Forster having some 
eredit on this obligation. Mr. Forster had no ob- 
ligation on this credit to Mrs. Finstad. 

The Government contends, for some manner of 
reasoning, that these payments are taxable income 
year by year, as made to Mr. Forster on his income 
tax returns, and the claim is that the salary of Mrs. 
Figeness, to which these were charged, was not really 
a [5291] salary of Mr. Egeness, and that these 
checks were merely distribution of corporate funds 
used to pay off Mrs. Finstad, and their reasoning 
from that, or the reasoning of the man they put 
on the stand upon that was it was a constructive 
dividend of Mr. Forster. 

Now, before Mr. Forster arrived on the scene, 
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Egeness had been getting a salary of $450 a month 
plus purchasing 25 percent interest in the business. 
Mr. Forster told you he agreed with Egeness he 
should get the salary he was getting, plus 10 per- 
eent of the profits, but Mr, Forster says what he 
agreed to with Egeness was $300 a month plus 10 
percent of the profits. Egeness testified his salary 
was $600 a month plus 10 percent of the profits, 
and he testified it was arrived at at a meeting in 
which Mr. Forster was present, as well as Mr. Tay- 
lor. Mr. Forster denied being present at that meet- 
uate 
Mr. Forster further tells you that he didn’t know 
anything about the making of the payments to Mrs. 
Hinstad, and he didn’t know how they were being 
nade. He even says he never bothered to inquire 
in the four or five years that are here involved, and 
after he entered into this agreement as to how they 
were being made. [5292] 
me 1 just wonder whether he had any interest in 
the contract or not. 

Now, there is a further fact in dispute on this 
matter. Mr. Taylor says that there was an arrange- 
“ment that Hgeness was going to get some of the 

stock when these payments were completed and that 

My. Taylor was under the impression that one rea- 

son for Mr. Egeness continuing to pay off this con- 

i tract out of his own salary was that Mr. Egeness 
»'was to get part of the stock when the payments 
mw) were completed. 

Now, Mr. Forster, on cross-examination admitted 
that there was some such arrangement. He admitted 
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that there was an arrangement between himself and 
Mr. Egeness whereby Egeness was to have the right 
to get some stock and he in effect, as I recall it, 
said, that he was to get the stock when the payments 
to Mrs. Finstad were completed, but Mr. Forster 
says that understanding was arrived at after this 
inethod of paying off this contract by Mr. Egeness 
was set up in 1943, or whenever it was that they 
first went in there. And, they put Mr. Egeness back 
on the stand on rebuttal, and asked him two very 
carefully phrased questions: the first was whether 
he had at any time owned an interest in Finstad 
[5293] and Utgard. Of course, he had never owned 
an interest. The stock was held at all times by Mrs. 
Finstad until 1950, and as Mr. Forster testified, in 
1950, when the stock was paid for, the investment 
had started, and they decided to hold up giving 
Egeness any stock until they saw how the whole 
thing was coming out. So, of course, Egeness never 
owned any part of Finstad and Utgard. 

Now, the second question they asked him was 
whether he, in 1943, in the presence of Forster and 
Taylor, entered into an agreement to purchase one- 
fourth interest in Finstad and Utgard, or any in- 
terest, and he said ‘‘No.” 

Well, now, Mr. Forster’s testimony was that his 
understanding with Egeness was not arrived at at 
a meeting where the three were present. He said, 
as I recall it, that he talked it over with Egeness, 
and he talked it over later with Mr. Taylor, and he 
reported back to Egeness again and that was My. 
Ferster’s testimony as to how this general arrange= 
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ment was reached, and that it was not done at a 
meeting at which all three were present, and which 
was the question asked Mr. Egeness here. Egeness 
in no way contradicted Iforster’s testimony that 
there was an [5294] arrangement whereby Egeness 
was to get some stock. The only direct conflict in 
the testimony is when the arrangement was made. 
This conference in Mr. Egeness’s original testi- 
mony, the conference at which his salary was ar- 
rived at was July, 1943. 

Forster had come into the picture and had made 

a verbal arrangement several months earlier than 
that, for the acquisition of this contractual interest 
in Finstad and Utgard, so that there was a several 
months’ period before this salary arrangement was 
set up. There is nothing to show that this arrange- 
ment between Forster and Egeness wasn’t made at 

‘that time, but even if it was made after that time, 
or made at any time before 1945, it still has a direct 
bearing on this case. 

Now, further, there is this further factual situa- 
tion to keep in mind. Mr. Egeness testified, truly, 
that his salary was $600, but he—and that tends to 

confirm his salary, and also tending to confirm it is 
the fact that he reported the entire salary in his 
return and paid all the tax on it. Mr. Egeness at- 
tempted to equivocate on this in his testimony. He 
first testified he paid only one-half and the corpora- 
tion paid one-half, and then we confronted him with 
his sworn testimony in the preliminary hearing in 
‘this ease, where he had testified under [5295] oath 
shat he had paid all the tax, and he admitted on the 
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stand he paid all the tax, but he said the corpora- 
tion reimbursed him for part of it. 

The Finstad and Utgard books are in evidence 
here as Exhibits A-19 -20 -22 and -26, covering all 
of the years here involved, and those books—and 
we have checked them—show definitely that Fin- 
stad and Utgard Corporation did not bear any part 
of the tax on Mr. Egeness’s $600 salary. 

In each of the years, there are corporate checks 
written to the Collector of Internal Revenue for 
Mr. Egeness’ tax, or a part of it, and those checks 
are charged to Mr. Egeness and paid for by him. 

Mr. Egeness’s testimony was not correct on that 
particular, and I want to come back to that at a 
later point in my argument. 

Another significant thing here, Ladies and Gen- 
tlemen, is that Touche, Niven’s analysis concerned 
Finstad and Utgard which was put in as an admis- 
sion by Forster against his interest, but not bind- 
ing on anyone else—it is Exhibit 251—Touche, 
Niven’s analysis shows that Mrs. Finstad was over- 
paid by one thousand dollars, and to whom was the 
money repaid? It was repaid to Mr. Egeness. Now, 
if Mr. Egeness was not paying this contract out of 
his own funds, why [5296] would the one thousand 
dollars be repaid to him? 

Now, where does all this complheated matter leave 
us taxwise? The Government says that this is some 
way taxable to Mr. Forster. They even put Ma 
Holtberg on the stand as a certified public aecount- 
ant who testified that this was a constructive divi- 
dend, and in cross-examination, I brought out that 
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he had taken the stand and so testified without ever 
checking the Jaw on the subject whatsoever, and J 
think it is not excusable, Ladies and Gentlemen, for 
mm expert withess in a efiminal case, where the 
liberty of three men is involved, to take the stand 
and testify that something is taxable income with- 
ont ever checking the law to see whether it is tax- 
able income. 

We offered an expert on the subject, Mr. Potts, 
experienced in tax law. He was not permitted to 
testify because the question is one of Jaw, and not 
one of fact for the Jurv, but we don’t need an 
expert, Ladies and Gentlemen, for any ordinary 
taxpayer to know that there is a lot of doubt as to 
whether Mr. Forster was taxable in the years 1945 
to 1949 on any income on this matter. Mr. Forster, 
as Holtberg told you, was on the cash basis. Most 
all individuals are on the cash basis, and on that 
basis, as you know, you don’t report income until 
you receive it in your [5297] hands. 

Now, the only person who actually received any 
money here was Mr. Egeness, and his salary was 
considered paid to him, and Mrs. Finstad received 
the checks, and they were paid on the stock and 
Mr. Forster received not one nickel in hand to be 
reported on a cash basis. 

IT say to yon there was no taxable income on this 
matter in the years 1945 to 1949 whether there was 
an understanding between Forster and Egeness as 
to whether he was to get some of the stock or 
wasn’t, and it was not until 1950, when the testi- 
mony shows that Mrs. Finstad was finally paid and 
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they delivered the stock to Mr. Forster and repaid 
Egeness only one thousand dollars, and didn’t give 
him any of the stock that Mr. Forster himself says 
there was an understanding to give him at the time 
of this arrangement. They gave it all to Forster 
and yet the escrow instructions by which Mr. Croson, 
an attorney in this City, was holding that stock, 
shows that Egeness had the right to have that stock 
held until he was repaid every single penny out of 
his salary account or otherwise, but he did not get 
repayment except for one thousand dollars, and at 
that time, Mr. Forster had income, and got, on a 
eash basis, [5298] in hand the stock. Mr. Taylor 
was no longer there. It was in someone else’s hands. 
I don’t know how it was handled on those returns. 
Those returns are not in evidence here, but we say 
to you that the whole issue is improperly in this 
case, and I venture to say that sooner or later, when 
the Tax Court gets the civil side of this case, we 
will find Mr. Forster’s attorneys up there arguing 
that it is not even taxable civilly to Mr. Forster 
in these years. 

Now, another corporation that the Government 
contends paid income or from which income was 
received by Mr. Forster is the Renton Ice and Ice 
Cream Company and Forster did receive during 
these years, payments not from Renton Ice and Ice 
Cream Company but from Baskett and Schneider 
as part of the salary that they were receiving from 
that corporation. 

Now, on this matter, there is agreement on ce? 
tain fundamental facts. It is agreed that there was 
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a meeting of directors in September, 1952, shortly 
after this company was organized, and it is agreed 
—in fact, the ininutes are here for you to see—that 
at that meeting, the salary of Mr. Baskett and Mr. 
Schneider, who were working full time running this 
business, were fixed at five hundred dollars a month. 
ii is further agreed that at that meeting [5299] 
it was decided that Mr. Baskett and Mr. Schneider 
would each draw $200 currently month by month, 
and that they would get the balance at the end of 
the year. 

Now, both Mr. Taylor and Mr. Schneider testified 
that Mr. Forster was there at the meeting. J*orster 
says he doesn’t recollect it. He wouldn’t deny it. 
He doesn’t recollect it, but he admits he was inter- 
ested in the matter of what salaries were paid out 
of his companies, but he didn’t recollect being at 
the meeting. 

There is a very sharp divergence on two facts 
concerning that meeting on September 30, 1942. 
First, Taylor says it was agreed at that meeting 
between Schneider and Baskett and Forster that 
the balance of the salaries voted to Mr. Baskett and 


Mr. Schneider were at the end of the vear to be 
divided three ways with Mr. Forster participating. 


Now, interestingly enough, Schneider,—although 
he says he was at the meeting—denies that there 
Was any discussion whatsoever about any division 
of those salaries, the amounts that weren’t paid cur- 
rently, and Mr. Forster also denied that there was 
any discussion, although, of course, he doesn’t even 
‘reeollect being there, so IT assume has no [5300] 
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recollection of whether there was any discussion or 
wasn't any discussion. 

Lhe second point of diversion is that Mr. Taylor 
said at that meeting, when this matter was agreed 
upon, that he said that it was all right as long as 
Mr. Forster put his part into some books where it 
could be reported. He said to put them in his Al- 
pine receipts where they would be reported heeause 
he said it shoulan’t go on the return as a salary 
because it wasn’t a salary, Renton Tee wasn’t paying 
a salary to Forster. They were paying salaries to 
Baskett and Schneider. 

What Mr. Forster was to receive was payment 
from the two individuals. 

Mr. Taylor said it couldn’t be set up on Mr. For- 
ster’s return as salary what should go in some 
place where it could be recorded and on the Alpine 
receipts, that was a logical place for it. The Alpine 
Dairy was a wholly owned proprietorship business, 
and if it went on there, it would be on his return. 

Mr. Taylor tells you that that was what went on 
at that meeting. It was denied by Mr. Schneider 
and Mr. Forster, not recollecting being at the meet- 
ing simply denies anything said to him along that 
regard. [5301 | 

Now, what is the truth of this matter? Mr. 
Schneider would have you believe by his testimony 
that he and Mr. Baskett attended this meeting on 
September 30, 1942, and he says Forster was there, 
—they were all there—all the stockholders, Forster, 
Baskett and Schneider, and each owned one-third 
interest, and he would have you believe that there 
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was discussed the salary he should receive, and that 
he and Baskett would receive five hundred dollars 
a month each and that he came from that mecting, 
and Baskett came from that meeting, beheving that 
each would get five hundred dollars a month, the 
entire amount of the voted salary. 

He says there was no agreement that Forster was 
to get anything. And, Schneider, says that two 
years later, out of a clear blue sky, Mr. Taylor sub- 
sequently directs him to pay one-third of the bal- 
ance of the salary voted to him and to Mr. Baskett 
to Mr. Forster. A big surprise. He had gone on 
for two vears thinking he was going to get the whole 
salary, and now Mr. Taylor orders him to pay one- 
third of that to Mr. Forster, and he says he pro- 
tested to Mr. Taylor. Apparently it didn’t do any 
good. He went ahead and paid one-third to Mr. 
Forster, and he tells you he never asked Mr. For- 
ster whether he had to do it, and [5302] never 
talked to him, one way or another, and on Tavlor’s 
order, he sends one-third of his salary to Mr. For- 
ster and never peeping to Mr. Forster, never saying 


a word. 


No two men, Ladies and Gentlemen, each owning 
one-third of this business, one of them the president 
and the general manager, who had attended a meet- 
ine of all the stockholders and at that meeting being 
moted five hundred dollars a month eaeh, and it 
had gone on for two years, thinking it was their 
own money, would have paid half of the balance of 
their salary to Mr. Forster on the order of their 
fifty-dollars-a-month accountant, without asking Mr. 
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Forster “How come?”. You know, as well as I do, 
that that was all agreed upon ahead of time, just 
as Mr. Taylor told you between those three people. 

My, Forster says he was even surprised to get 
the money, all a surprise to him. He never heard 
about it. Just like manna from Heaven and the 
next time he sees Mr. Schneider, he says “Thank 
you,’’ no other conversation, just ‘*Thank you.” 

Mr. Schneider claims he was surprised every year 
when Mr. Taylor ordered him to give half his 
money to Mr. Forster, and he sent it and never 
discussed it with Mr. Forster. [5303] 

Now, it is obvious that they are not telling you 
the truth about that, Ladies and Gentlemen, and 
the only story, the only statement here on this sub- 
ject that jibes with what the facts had to be, was 
Mr. Taylor’s testimony on the stand when he says 
at the very first meeting it was agreed between these 
three people that they were to handle it that way, 
and that his job was to reflect what they agreed. 

After all, he was simply employed as the account- 
ant, and he told Mr. Forster to put it in this Alpme 
receipts, so that it would be reported. 

If Forster, then Schneider will take the stand 
and teil you a story as they did which is obviously 
not true, which is that they never agreed on this, 
isn’t it just as likely that they would take the stand 
and deny that anything was said about putting this 
in the Alpine receipts? 

Mrs. Lovenger, Mr. Baskett’s widow, offers a re- 
freshing contrast to this testimony of Schneider 
and Forster. She wasn’t surprised. She never asked 
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Forster nor Schneider or Taylor about the split be- 
eause her husband told her prior to his death, and 
she logically assumed it would go on as before. She 
assumed that this was agreed between the three 
stockholders at the very first mecting of this cor- 
poration. [5304] 

Now, it is interesting, also, that when ‘Taylor 
slipped up in August, 1945, and wrote checks for a 
50/50 split with Forster, you will find, if you ex- 
amine the Renton check register here, that the 
ehecks were cancelled, and Schneider took over and 
the system was changed, and single checks were 
written, as Mrs. Lovenger told you. 

Schneider brought them out to get her to sign 
them, and took her down and got eashier’s checks 
and sent the cashier’s checks to Renton, and still 


-he says, ‘‘Mr. Taylor ordered me. Mr. Forster 


didn’t know anything about it.” 

But, Mrs. Lovenger tells vou it was Schneider, 
not Forster, who was doing that. 

Now, it is interesting also that Mr. Schneider 
erroneously testified on the very same point that 
Mr. Egeness erroneously testified on. Both Sechnei- 
der and Egeness are connected with Forster, and I 
submit to you, in the light of all this, whether they 


ean he classified as disinterested witnesses, particn- 


Aarly in view of the testimony of each of them, and 
the testimony of Schneider that is absolutely unhe- 


hevable. 
Now. what was the point on which they both 


erroneously testified? The question of whether they 


paid [5305] taxes on their full salary. T have al- 
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ready covered Egeness. On Schneider: Schneider 
admits and he claimed he didn’t pay the full tax 
on his whole salary, that Mr. Taylor took care of 
the other taxes, but he admits he included the full 
salary on his income tax return, so he had to pay 
the full salary, unless the corporation paid it, and 
the check register of the Renton Ice is in evidence, 
and we have examined it, and there isn’t a single 
check written that could by any possibility, con- 
stitute a payment of Mr. Schneider’s tax except 
withholding, and withholding, of course, is deducti- 
ble from Mr. Schneider’s salary before it was ever 
paid to him. 

Now, the question may arise in your mind, Ladies 
and Gentlemen, as to why Taylor did not check to 
make sure that Forster was including this income 
in the Alpine receipts as he was told to do, but 
Taylor was not being employed to carry out his 
employer’s income or to doubt his employer’s word. 
He was employed to rely on the figure given him 
by his boss. He did ask each year, and it is ad- 
mitted he did ask Forster each year for any other 
items of income that should go on the return, and 
there is no contention that at any time did Forster 
ever tell him that this income was not included in 
his business books and should be [5306] put on the 
return. 

Forster was getting the money in hand paid by 
the checks. He knew if he received it, and it wasn’t 
put in the books, he should have told Mr. Taylor 
about it, and Forster himself stated to Marx, as 
Marx testified. the verv first time Marx talked to 
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him, in Apri], 1950, if all the items on his income 
did not get in his returns, Taylor was not respon- 
sible. Lie was simply making out returns from the 
figures Horster gave him. Maybe, if Taylor was 
very conscientious on this matter during these 
years, he would have checked further to see if these 
had gotten into these receipts, but he is charged 
here not with failure of conscientious checking, not 
with what he might have done, but with knowledge 
—what did he know—and there is certainly no evi- 
dence in this case on this point, as on all the other 
points in this ease, that Taylor knew that that in- 
come wasn’t being included in the Alpine sales and 
receipts—miscellaneous receipts — except Forster’s 
own testimony on the stand against Mr. Taylor, and 
I say to you that here, as in every other place, Mr. 
Forster’s testimony simply could not be believed, 
and when he will take the stand and say that these 
ehecks came to him as a great surprise and he said 
“Thank you” and never discussed them with any- 
body and never discussed them at any time, you 
ean’t [5307] believe what he says about that Renton 
situation whatsoever. 

Now, the reason for this arrangement at Renton 

is clear in the testimony. It is undisputed that 

Forster wanted to keep in the background. He 

didn’t appear in the corporation at all. He had 

Taylor act as his—as the front for him in this mat- 

ter, and both Sehneider and Forster testified that 
)Wilktams, the man who sold it to them, and that 
|they had to pay him for over a long period on con- 
tract, a man who was in a competing business there 
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in Renton, and didn’t like Forster, and never would 
have entered into the transaction if he knew Forster 
was involved, and also Forster and Taylor told you 
that he had another competitive problem in that 
Renton area. 

Perhaps their concern of these situations went too 
far. Maybe they didn’t need to do what they did. 
Maybe the methods they used weren’t appropriate 
for accomplishing what they were seeking to accom- 
plish, as far as the public was concerned, or the 
competitor, or anyone else, but that was for the 
owners of the business, Mr. Schneider, Mr. Baskett, 
and Mr. Forster, not anyone else, to decide. 

As they hit on this method, Mr. Taylor was em- 
ployed as accountant. He had no interest in [5308] 
the business. His job was to reflect the decisions of 
the owners. He knew that Schneider and Baskett 
were paying tax on the entire salary voted and he 
assumed Mr. Forster was likewise paying tax on 
the amount Baskett and Schneider were paying to 
him. 

Now, I should mention one other matter concern- 
ing Renton Ice and Ice Cream, although it has no 
direct bearing whatever in this case, and that is 
the charge made by Schneider that Taylor altered 
figures for the accounts payable at Renton for the 
end of the fiscal years 1946 and 1947. 

It doesn’t affect any of the tax here of either 
Mr. Forster or the Issaquah Creamery Company 
but nevertheless, the charge has been made. 

Now, as to 1946, Schneider says he totalled the 
figures in these little books he, Schneider, kept; but 
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Mr. Taylor told you that after the first few months 
at the tine he got out there, Schneider didn’t have 
them filled out and Schneider was too negligent, and 
finally, from that time on, he had to get his accounts 
payable from the invoices and not the books but 
echneider said, ‘‘Here are the books,’” and he got 
$8,338.05 as a total for this month, and he wrote 
it in, and later, at Taylor’s instructions, he altered 
and raised it to $14,338.05. [5309] 

Now, this is at the end of July, 1946. I wish you 
would look at that figure. The month—they have 
got the months wrong. The month will say ‘‘ August, 
1946,” but that is the July month. There is abso- 
lutely no change or erasure of any kind in that 
figure, as Mr. Taylor pointed out to you when he 
testified. There has never been a change in that 
figure. It is in Schneider’s writing, and it says 
$14,338.05. 

Now, Mr. Taylor told you with regard to that, 
that he normally didn’t use the book, and he went 
out there and was making an analysis of the types 
of accounts payable at this particular time, and he 
got all the figures together for beer, and mix, and 
retail, and down in the left-hand lower corner of 
that sheet, you will find where he jotted in mix, 
beer, and retail, the separate figures, and the total 
for $14,338.05, which Mr. Schneider wrote in his 
own figures above. 

Taylor tells you that the month wasn’t even com- 
plete, that the figures weren’t all filled out. Schnei- 
der admits that Taylor derived the figures while 
Laylor was in the office, but he didn’t know how he 
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got them. It is obvious, however, he got them from 
three separate categories of merchandise, and not by 
raising [5310] any existing total on the sheet as Mr. 
Schneider would have you think. 

Now, as to July 31, 1947, Schneider says that he 
saw Taylor write in nine “1’s.” Taylor told you he 
did not write in those nine ‘1’s”, 

In faet, Taylor tells you he didn’t even see the 
book that month, and that that was the usual situa- 
tion when he went out there. 

Sehneider says that the first total at the end of 
these columns is in Taylor’s writing, but we called 
Revenue Agent Marx to the stand, and he certainly 
saw those, too. He spent long enough, as described 
by Mr. Griffin, going over all of these work sheets 
of Taylor’s, for the years and years, and he found 
Mr. Taylor’s writing, and he told you quite clear it 
was not Mr. Taylor’s writing at the end of the 1947 
accounts payable. In fact, the total at the end of 
the list is not a correct total of the pages of that 
month, whether it had the nine “1’s’’ in or it did 
not have the nine “1’s” in. 

Where does that come from? The total is actually 
derived from three separate figures. Those three 
figures are accounts payable, accrued salaries and 
taxes payable. Those three total exactly the same as 
the end of this figure for the end of July [5311] 
31, 1947, accounts payable. 

As Mr. Taylor told you, he sent out a typed sum- 
mary statement, as he did throughout all these busi- 
nesses, out to Mr. Schneider at the end of the year, 
and it is quite possible that those three items were 
totalled in one figure in that typed statement, and 
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it seems probable to me that that is where that fig- 
ure came from—that Mr. Schneider took it and en- 
tered it on the books. 

Taxes, for example, never have been entered on 
those books, and yet you have to add in the amount 
of taxes written in at the end of the accounts pay- 
able. 

Now, the remaining items that are put 1n issue in 
this ease by the Government, as evidence of tax 
evasion consisted of interest received by Mr. Fors- 
ter, which he failed to report. Forster and Taylor 
both agree that at the end of each year, Mr. Taylor 
asked Mr. Forster for the interest he had received 
during the year so that it could be put in his return. 


Now, My. Forster at one point said that there was 
some information that he gave to Mr. Taylor at 
the end of each year that never got on the return, 
but when it was asked what it was, he was unable 
to point out one single thing. 


Now, Taylor, when he asked his chent for inter- 
est, and he is given a figure or figures for [5312] 
interest, certainly isn’t required to doubt the word 
of his client, or to go around checking to see if 
there wasn’t further interest given him. He is en- 
titled to take the interest from Mr. Forster and put 
it in the return. 

Forster knew what interest he was receiving, and 
i he didn’t give it to Mr. Taylor at the end of the 
year, it is Mr. Forster’s responsibility and not Mr. 
Taylor’s. 

Now, this constitutes, Ladies and Gentlemen, all 
the issues actually involved in this case. This con- 
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stitutes all of the charges of the Government which 
they say proves tax evasion in this case. 

Mr. Griffin said to you this morning that all this 
failure to pay taxes arose from the mess in which 
Taylor’s books were kept. But, let’s think back 
over the issues that are really involved in the ease, 
and see whether or not anyone of of them has any- 
ing to do with the way Mr. Taylor kept his books. 

The diverted receipts that never got on the books, 
the personal expenses charged to business—they 
are simply charged on Erickson’s journal as busi- 
ness expenses, and when they get to Mr. Taylor’s 
books, they are in a lump sum figure for the various 
business expenses. [5313] 

Certainly, on Mr. Taylor’s ledger, it would make 
no difference, and wouldn’t correct that situation. 
The year-end inventory, 1949, Mr. Erickson made 
it on his journals, and it is admitted here that Mr. 
Taylor merely took those figures and put them in 
his work sheet and then in his ledger. 

On that, Mr. Griffin says this year-end 1949 ad- 
justment was split up in his ledger. I think if you 
look in his accounts payable you will find that the 
total has been increased in one figure, and not split 
up all over the place. But, Mr.. Griffin would have 
you think that the manner of keeping Mr. Taylor’s 
books was responsible for this. It certainly wasn’t 
responsible for the interest given him at the end 
of the year. That never went on the books. Certainly 
not responsible for Renton Tce. That was nothing 
to do with the books. Tt was not responsible for 
Finstad and Utgard if that were thought to be in- 
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eome, which I say is not. Or, any other items. 

All this business about the books is just a smoke 
screen to try to becloud the issues and they go into 
a lot of adjustments and the accountants admitted 
that any accountant in handling a general ledger 
must make a lot of adjustments at the end of the 
year and at other times, but they bring out these 
adjustments and make it to prejudice Mr. Taylor, 
[5314] if possible, and make it appear that here 
was a lot of manipulation. 

They don’t tell you that one adjustment here was 
balaneed off by another adjustment there; that the 
cash on hand, which they say was understated from 
what they now figure how it was, is balanced off by 
the overstatement of the cash in the hank; that fig- 
ures adjust themselves back and forth. 

They don’t tell you that; they don’t tell you that 
in this period of 1949, and with 1948, also, there 
were large and complicated contracts taken with 
the Army, I believe, and certainly with the School 
Board, where Alpine took the contracts for milk 
but the contract was performed by four different 
dairies, Arden’s, Kristoferson’s, and Alpine, and 
Carnation. Alpine was selling the whole thing. The 
payments to the others were made from Issaquah, 
and that required a lot of adjustments, but all they 
want to do is to throw up a cloud of these things 
| in an attempt to make it appear that there must be 
something some place wrong with these books, and 
‘that accounts for all this tax evasion here, and yet 
Mr. Gorans, on ecross-exanination, admitted that 
none of the alleged discrepancies that he was testi- 
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fying about, and he later said those weren’t dis- 
erepancies because they may have been all O.K,, 
[5315] he just couldn’t understand them, he said 
none of them affect the issues raised in 279 and 280, 
which is the Government’s statement of what they 
think proves this case for them. 

Now, we are not certainly here contending that 
Mr. Taylor’s books were models of excellence, that 
they were complete with all the posting references 
and descriptive material and so on with regard to 
what are in them and all of that. Mr. Taylor was 
verforming work for the type of people who wanted 
the accounting done reasonably, and he had devised 
what he felt to be the simplest possible method of 
adeauately reporting the income of his clients, and 
a method whereby a lot of things—I was going to 
eall it “fancy stuff’’—I shouldn’t call it that—it is 
all very good—it is all very fine to have full posting 
references, but it takes time, and costs money— 
but he was performing a service that was much 
simplified, and we don’t say that they are books 
that Touche, Niven would have kept, or someone 
else would have kept. We don’t say there are not 
errors in them, in addition here and there, but what 
hos that cot to do with this case? This case is con- 
cerned with wilful and knowing tax evasion, and 
the Government has come out with particular 
charges here, and none of them have the least bit 
to do with all of these books that were [5316] testi- 
fied about. 

My. Griffin, on cross-examination of Mr. Taylor; 
went haek twenty years to all of these accountiig 


Umted Slates of America 2601 


statements where different figures were shown in 
statements given to a bank as compared to the 
books, and so forth, 

They likewise have nothing to do with the case, 

and I don’t have time to go into them in detail, 
but just as illustrative of the type of thing involved, 
J would like to take two of those exhibits and com- 
pare them, and before I do that, Mr. Griffin this 
morning spoke about exhibits A-99 and A-100, 
which were two of these financial statements back 
in the ’30s, reading as of the same date. I believe 
it was at the end of 1938, and he says that one of 
them showed a deficit in cash, and another showed 
a deficit, I think, of thirteen hundred dollars in 
| eash. 
Well, neither of them showed anything like that. 
99 and 100 both show cash on hand. Now, he is 
| thinking of some other exhibit. I have forgotten 
myself which ones they were, where it was shown 
pat the end of a particular year an overdraft in cash 
on the hooks, and when they made up a statement 
for the bank, what did they do? They took the 
cheeks that were in transit that had been written 
and not vet cleared at [5317] the bank, they took 
them out, and they actually had a bank balance at 
the end of the year in so many dollars, and on the 
books, thev had charged off the ehecks they had 
written, which had not vet reached the bank. They 
took those out, and set them up as accounts pay- 
able, so that their eash didn’t shown an overdraft 
but showed what was in the banks and the accounts 
parable showed the checks outstanding. 


— 


1 
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It was that type of an adjustment that we have 
through here, but Mr. Griffin, going back twenty 
years, would try to make you think it was some- 
thing to do with this case. 

Now, let’s take, for example, Exhibits A-65 and 
A-95. They are both financial statements as of De- 
cember 31, 1935. The first one was a statement given 
to the Peoples Bank, which at that time had a 
proprietorship interest in this company. 

The second one was given to the bank at Stan- 
wood, which was loaning money, and given to Mr, 
Beadon Hall, whose brother was president of the 
other bank. 

The first statement shows a loss of $1,639.37, and 
the later statement shows a profit of $13,732. What 
is the difference between the two statements? In 
the first place, the second statement [5318] picked 
up $2,510.72 in additional sales on top of the 407,- 
000-odd sales in the first statement. 

This small amount may be some money that came 
in at the end of the year, and hadn’t been picked 
up in the original statement. Then there was an ad- 
justment involving elimination of reserve for bad 
debts, which was carried in the books, and this re- 
sulted in an increase in the year-end inventory of 
$1,000 as a part of the adjustment, wiping out the 
reserve for bad debts. 

Now, the reserve for bad debts is an allowable de- 
duction for tax purposes, where you are carrying 
your bad debts on a reserve basis. But, for the put- 
pose of the bank, these debts were still owed to this 
company, and they felt that it was proper to elimi- 
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nate the reserve for bad debts for that purpose. 

Then, Mr. Taylor added that $6,900 of Forster’s 
undrawn salary, so that the statement, issued for 
eredit purposes, showed the true secumty that the 
bank would have in loaning money to that com- 
pany, because the bank—it comes in ahead of the 
stockholders’ withdrawals from the company, and, 
so, for credit purposes, what the bank wants to know 
is What would the—what are the assets that they 
eould get if they foreclose on this company’s [5319] 
business, and consequently the undrawn salary owed 
m Nir. Porster was taken out. 

Now, next, Mr. Taylor made a $4,490 adjust- 
ment to depreciation. The depreciation on the books 
is the rate permitted by the Government. 

The Government puts out a booklet showing de- 
preciation rates, but the bank is not interested in 
book figures. The bank is interested in market 
values. What would those assets bring if they had 
to sell them at a foreclosure sale? 

And, so, as Mr. Taylor told you on the stand, the 
depreciation and market value was changed to an 
appraised value, actual appraised value, of the as- 
sets. 

Now, every other figure, Ladies and Gentlemen, 
on these two statements is exactly the same. These 
adjustments that are here made are as Mr. Taylor 


i told you on the stand, a collection of various 


changes which present a true picture for eredit pur- 


poses on the one hand, against the book figures, 


which are a true picture for tax purposes on the 
other hand. 
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Now, certain other items should be mentioned. 
In the Finstad and Utgard inventory and accounts 
payable, there were certain changes made. Now, the 
[5320] increase in accounts payable was due to 
bonuses which were owed to farmers for milk and 
it is admitted here that at the end of the year, 
there were bonuses owed to these farmers for milk 
that wasn’t reflected in the books. When Mrs. Sim- 
onson prepared her statement from the books, show- 
ing her accounts payable, this hability was not in 
there, and it was a hahbility of the company. It 
should have been reflected in the statement if it 
was going to be an accurate reflection of that busi- 
ness. 

Now, the amount was uncertain. It hadn’t been 
computed at the end of the year, and in prior years, 
as you will find from the Finstad and Utgard 
ledger here, if you will look at it, the amount would 
actuaily run over ten thousand dollars, so that this 
figure was carried on as the estimated amount at 
the end of the year in accordance with the past his- 
tory and it was based on actual liability that actu- 
ally existed at the end of the year. 

Now, the inventory changes Mr. Taylor testified 
were made by Mr. Egeness who actually took the 
inventory. Mr. Taylor wasn’t there. He went up 
once a month, and in fact, none of these pencilled 
inventory figures on this sheet that was introduced 
in evidence herve, A-44, I think it is—if you would 
lke to look at it—appears in Mr. Egeness’s [5321] 
own writing. All of this as to Finstad and Utgard, 
again, had nothing to do with the issues in this 
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ease. The taxes of Finstad and Utgard aren’t in- 
volved here. It doesn’t result in any income to 
Forster or to Issaquah Creamery Company, and 
like so much of the rest of the evidence, it is 
brought in here simply in an attempt, if possible, 
to diseredit Taylor, and to help make him the 
scapegoat of this tax evasion. 

I am going on to another subject, your Monor. 

The Court: Do you wish to recess, then? 

Mr. LeSourd: Yes, sir. 

The Court: Ladies and Gentlemen of the Jury: 

We will now recess until tomorrow at ten o’clock. 
The Court calls your attention to the admonition 
given you on similar occasions, and asks that you 
heed it on this oceasion. In particular, again, I 
eaution you not to reach any conclusion relative 
to the merits of this case until it is finally sub-- 
mitted to you for your verdict. 

You may now be excused until tomorrow morning 
at ten o’clock. 

(Whereupon, the Jury retired from the 
courtroom.) [5322] 

The Court: It is stipulated the Jury have left 
the courtroom ? 

Mr. Griffin: Yes, your Honor. 

Mr. Moriarty: Yes, your Honor. 

The Court: Mr. LeSourd, do vou expect to use 


| your full time? 


b 


Mr. LeSourd: No, T expect to close beforehand. 
My estimate now is one-half to one hour in the 
| morning. 
The Court: I had this in mind. 
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Mr. Keesling, do you know about how much time 
you will take? 

Mr. Keesling: At least two hours. 

Mr. Moriarty: Mr. Griffin has one half-hour. 

The Court: I understand. 

Assuming we concluded with Mr. LeSourd and 
any response of Mr. Griffin that might be proper, 
it would leave the whole afternoon available, and 
if the Government might want to restrict to one- 
half a day, we might close Thursday. 

Mr. Moriarty: Depending on Mr. Keesling’s 
statement, [ believe the Government can reasonably 
forecast it can be completed on the morning’s ses- 
sion on Thursday. [5323 | 

The Court: Then we will give— 

Mr. Moriarty: (Interposing) But there are 
startling differences—— 

Mr. Griffin: One development will be to reopen 
at the close of Mr. LeSourd’s testimony because 
of the exclusion of the three major witnesses which 
we said to your Honor unless permitted so to testify 
that Mr. Taylor’s would be the last word on the 
subject of financial statements and their purpose 
in showing the truth, the credit statements and the 
bonus payments, and I have listened to the last half 
of Mr, LeSourd’s argument on Mr. Taylor’s word 
on this. 

As IJ say, the motion will be made. 

The Court: This trial will be recessed until ten 
o’clock tomorrow morning, and this Court will take 
a short recess. 
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(Whereupon, at 4:02 o’clock p.m., May 11, 
1954, recess was had in the within-entitled and 
numbered cause until ten o’clock a.m. May 12, 
1954.) [5324] 

The Court: You may eall the Jury. 

(Whereupon, the Jury was returned to the 
courtroom.) 

The Court: You may be seated. 
It is stipulated that the Jury and all Defendants 


| are present in the courtroom? 


Mr. Griffin: Yes, your Honor. 

Mr. Moriarty: Yes, your Honor. 

The Court: You may proceed, Mr. LeSourd. 

Mr. LeSourd: Thank you, your Honor. 

Ladies and Gentlemen of the Jury: 

I am told that inadvertently yesterday I men- 
tioned one fact that was not correct, and I want to 
be sure that the facts that I do give you in my 
argument are correct, and I want to correct it at 
this time. I think I told you that Mr. Forster’s 
salary during all of his period was cighteen to 
twenty-four thousand a year. I find that during a 
part of the 1930’s, his salary was $10,500 and it 


went to eighteen and then to twenty-four thousand, 
and then back to eighteen, and I want to correct 


that. 

It makes no difference in what I said. Any salary 
up in that figure together with his withdrawals were 
eertainly sufficient not to have caused any [5329] 


suspicion on Mr. Taylor’s part that the personal 


bank account that he had showed any withdrawals 
of income. 
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In that connection, I would like to say this, be- 
cause of some perhaps wrong impression that one 
may get, particularly if not an accountant. 

Much has been made here of these various net 
worth statements of Mr. Forster in the various 
years that were prepared from the books of these 
enterprises. I think Mr. Moriarty at one point in 
the examination asked questions about the totals in 
the net worth statements starting with 1945 and 
1946 and so on, and the very large increases. 

You should keep in mind that those net worth 
statements show the value of Mr. Forster’s interest 
in these various separate corporations. That value 
increased very greatly during these years, but that 
was not taxable income to Mr. Forster. The income 
tax of that was paid by these corporations and it 
simply represents the increase of the value of the 
stock that he held in those companies, so that 
want to make sure vou are clear on that, that that 
had nothing to do with Mr. Forster’s own personal 
income, or his separate assets. 

Now, there is one other matter that I would like 
to mention this morning, and a couple of other 
[5330] matters. One is the Denny Regrade prop- 
erty that was sold to Mr. Morris. 

You wil! recall that Mr. Morris had sold the 
Daisy Ice Cream to Mr. Forster, and there was 
a note payable by Mr. Forster to Mr. Morris when 
this was sold. 

Both Mr. Forster and Mr. Taylor testified that 
they remembered the sale price was $14,500. It ap- 
pears in the testimony that there was $15,500 credit 
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on this note of Mr. Morris, and that there was a 
$15,000 receipt on this property which apparertly 
was never delivered since the original was found 
in Mr. Taylor’s files. 

Now, ‘aylor says he believe that the sales price 
was $14,500 and that there was a $1,000 adjustment 
on the note. 

The deed, however, apparently carried stamp 
taxes based on $15,500, but interestingly enough, in 
Mr. Taylor’s own computation on the note, the 
stamp taxes are set out at a lesser amount, and 
Taylor did not buy or affix the stamp taxes on the 
deed. 

Now, I don’t know what the fact is, except that 
obviously there was confusion in the minds of Mr. 
Forster and Taylor as to what the price was. Mr. 
Griffin, I think, perhaps left the impression that 
the [5331] one thousand dollars never got to Mr. 
Forster, but there was a deposit shown in the evi- 
dence in account 198, his savings aceount, repre- 
senting all the cash that was paid at the closing of 
the transaction after crediting the amount of Mr. 
Morris’s note, and that accounted for all of this 
transaction, including the one thousand dollar ad- 
justment, if there was an adjustment, and the $14,- 
500, except for the five hundred dollar down pay- 
ment, which was a separate item, and which Mr. 
Taylor said went to Mr. Forster separately. 

Now, this transaction occurred in January or 
February, and the income tax return refleeting it, 
of course, was not filed until March 15th, of the 
following year, 12 or 13 months later. 
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The transaction was carefully set out in the in- 
come tax return in all details except that the 
amount was $14,500. Now, maybe there was a mis- 
take. Maybe there was a one thousand dollar mis- 
take. Maybe the price was $14,500 and there was an 
adjustment of one thousand dollars. 

T don’t know, but at least there was nothing in 
that transaction that would indicate any intent to 
evade taxes. And the most it would indicate is for 
some reason Mr. Taylor, and Mr. [5332] Forster 
also, had the impression that stuck with them that 
the price was $14,500 and that at most there would 
be a mistake of one thousand dollars, the same thing 
that was very carefully set out and reported on 
the return. 

There is another point that I wish to revert to 
briefly. During Mr. Taylor’s cross examination by 
Mr. Keesling, Mr. Keesling had identified five or 
six adding machine tapes of the kind given to Mr. 
Taylor at the end of the month. These had income 
taxes on them which had been paid by Alpine Dairy 
—these were Alpine Dairy tapes—on Mr. Forster’s 
personal income tax, and Mr. Keesling sought to 
show that the account numbers written besides these 
amounts were business accounts for the business 
taxes of Alpine Dairy, 32 and by an account 33, I 
think, but the tapes show that written in English 
language besides these amounts are the words “In- 
come Taxes,” and Mr. Taylor told you that each of 
these items had a descriptive word and that is what 
he went by, and as Mr. Forster’s income taxes, they 
were chargeable to his proprietorship account, 
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where they were charged on Mr. T'aylor’s ledger. 

There was nothing in there to indicate to Mr. 
Taylor, of course, that there were large amounts 
[5333] of personal items of Mr. Forster buried in 
the plant expense and advertising and in the other 
business expense items. 

While discussing particular issues in this ease, I 
pointed out a large number of discrepancies and 
contradictions in the testimony of Mr. Forster and 
Mr. Erickson that we submit indicate that their 
testimony against Mr. Taylor is not eredible, and 
there are others which I haven’t previously men- 
tioned. 

For instance, Mr. Forster’s testimony that he 
never instructed his bookkeeping staff with regard 
to any entries in the books is directly contradicted 
by Miss Neukirchen’s testimony that if Erickson 
wasn’t there, she would ask Mr. Forster where to 
post matters in the books. 

Also, directly contradicting Forster’s testimony 
in that regard is Miss Neukirchen’s testimony that 
Forster instructed her not to record the ice cream 
sales and the sales of mix at Renton, and instrueted 
her to keep the invoices and give them to him. 
Moreover, with regard to Daisy Ice Cream, you 
will recall Forster said he thought Taylor was the 
one handling the books, and he didn’t learn any- 
thing to the contrary until after the investigation 
started and yet later he admitted that he had Erick- 
son make out [5334] profit and loss statements for 
Daisy and Alpine for year after year during this 
period. 
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On the Government’s cross-examination, Forster 
testified that he had discussed with Taylor the mat- 
ter of his daughter’s continuing on the payroll 
while she was in Europe and yet there was read to 
you Mr. Forster’s sworn statement to the Agents 
that he did not discuss this with Taylor. Direct 
contradiction. 

And with regard to Mr. Erickson, I must say to 
you Ladies and Gentlemen that I have a great sym- 
pathy for Mr. Erickson and I think every one of 
you do, too. He had a large family to support and 
he had to have a continuous job, and he had to 
keep that job. 

He was, and he obviously still is, under the domi- 
nation of Forster, and one can only think that 
everything he did in this case was under the direct 
order of Mr. Forster, and he had to keep his job, 
and he still is indebted to Mr. Forster, and he still 
has the problem of keeping a job and supporting 
his family when he leaves here, no matter what 
happens to him, but that, Ladies and Gentlemen, 
may explain why he would take the stand, but it 
does not excuse why he would take the stand and 
obviously not tell you the truth. He, too, has con- 
tradicted himself and contradicted it on previous 
testimony. [5335] I mentioned some items before, 
and there are others. He testified here that the 
girls in the office were not working under his divee- 
tion, and yet all three of them, Audrey Favim, 
Caroline Neukirchen, and Helen Krall, all took tie 
stand and tcld you they worked wnder Erxiekson 
and under Erickson’s instructions. 
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Mr. Eppler testified that Irickson himself had 
told Mr. Eppley that he was in charge of the office 
and gave the instructions to the girl, and in this 
connection, Mr. lirickson testified as to a lot of 
checks coming in. He said that he gave them to 
the girls to post in the ordinary course of business, 
and he said he didn’t know why they were not 
posted, and he did not know why they ended up in 
Forster’s savings account. 

Tor example, the Finstad and Utgard cheeks, he 
said they were given to Miss Neukirchen to post to 
' accounts receivable, and to deposit in the company 

account, and he said he didn’t know why she would 

have put them on Forster’s desk, and the Stephen- 
| son butter checks, he said he placed them on the 
eounter, and the girl picked them up and he said 
she should have posted them. 

He said he had nothing to do with the [5336] 
posting of accounts receivable, and that he gave no 
instructions, and that he wasn’t necessarily in 
charge of the entries in the sales record, and yet 
there was read to you Erickson’s sworn statements 
to the Agents, and he told the agents that the re- 
eording of receipts was under his supervision and 
no one else had authority over recording of business 
receipts except himself, and Miss Neukirehen testi- 
fied that the only reason that the Stephenson checks 
twould not have been recorded would be that she 
chad not received them, and she gave the same testi- 
mony on the casein sales, and Miss Neukirehen 
told you that she got instructions from both Forster 
and Hrickson not to post the charge shps to ac- 
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counts receivable and to hold out the cash sales. 

And, again, with regard to Daisy, Erickson testi- 
fied that he didn’t know why the Daisy cash sales 
were not recorded on the Issaquah books. Miss Neu- 
kirchen testified that she withheld those Daisy cash 
slips on Mr. Erickson’s instruction, and Erickson’s 
statements to the Agent, as read to you, were that 
he charged the personal expenses to business ex- 
pense because there was no other provision on the 
books for charging personal items to Mr. Forster. 

But, when it became apparent here that there was 
provision on the books for such charges, it [5337] 
also became apparent that Erickson himself had 
made such charges previously, and he shifted his 
ground and testified that the reason he charged per- 
sonal expenses to business expense was that it didn’t 
make any difference to him whether the item was 
business or was personal, it was all Hans’s business, 
all Hans’s business, so he charged the item to the 
same account that he would have charged the busi- 
ness expense to. 

Similarly, as to business receipts coming into 
Issaquah, which were put into account 198, Erick- 
son said to the Agent that he had no place on his 
books for these items, but at this trial when it 
became apparent that there was a place on the 
books, then he shifted again and said that some of 
the checks didn’t belong to Issaquah at all, and as 
to the others it was simply the simplest way of dis- 
posing of them. 

No one, I submit, who had heard his testimony 


ao Rage Lee 


aoved thoap egntradictions—knew and so heard 
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that testimony without knowing that he was not 
telling the truth and the whole truth and was mak- 
ing effort to protect Mr. Forster. 

It is reasonable then to conclude that his testi- 
mony against Taylor is likewise suspect in view of 
the campaign that Forster has made to throw the 
blame in this case onto Mr. Taylor. [5338] 

Many strange situations are testified to in this 
ease, all resulting in income to Mr. Forster, and 
the receipt of this income is always a great surprise 
to Mr. Forster. People are busy getting business 
receipts into his hands without recording them, 
splitting their salary checks with him, charging his 
personal expenses to business expense, reducing by 
fifty thousand dollars his taxable income after he 
raised a fuss about it; all, we are told, on their 

own initiative, without being asked, without telling 
Forster, and it is all a great surprise to Mr, For- 
ster. 

Christmas came every day at Issaquah. One would 
almost think that Mr. Forster would be a very 
retiring and bashful man, unused to business affairs, 
who never did understand how money was earned, 
or how it came to people, or whether he earned 
any money at all in a particular year. 

Instead, we find him to be a very dominant char- 
acter, a profuse and glib talker, and a man who 
could and did compute a profit and loss statement 
each month in his head. 

In the business world, large amounts of income 
just don’t happen. Large checks don’t just come to 
you out of the sky like manna from Heaven. Your 
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employes on their own initiative don’t alter books, 
and risk a [5339] term in the penitentiary just té 
save you taxes because you are a wonderful guy, 
and they further do these things without telling 
you so that you will be agreeably surprised how 
wealthy you become. People just don’t do things 
that way. 

Now, the explanation of all these facts that makes 
any sense at all was that Forster was ordering and 
directing that these things be done. He ordered 
Miss Neukirehen and Erickson to give him the 
checks, and cash without recording them. He or- 
dered Erickson to charge personal expenses to busi- 
ness expense, and to reduce profit at the end of the 
year 1949 and he arranged with Baskett and Schnei- 
der to get part of their salary checks. 

It has been claimed that Mr. Taylor was the mas- 
ter mind in all this. I submit to you that the master 
mind was none other than the same master mind 
that built up in a few years a large business chain 
from nothing, and that could compute profit and 
loss in his own head, and when we talk about 
friendship and trust and reliance on an accountant, 
let us think about the obligation of a business man 
and taxpayer to give his accountant fully and com- 
pletely all information for his returns, and to see 
to it that every item of income is entered [5340] 
on his books, so that when the accountant takes the 
figures from the books, relying thereon, he will have 
received correct and complete figures. 

And then, when we speak of friendship and trust, 
let us think also of the obligation of this business- 
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man and taxpayer to take the stand and tell the 
truth when his unreported income has brought not 
only himself but his employes as well to trial, to 
tell the truth so that those who have served him 
for years at ordinary if not low compensation can 
be judged on the basis of the facts as they actually 
existed. 

Now we recognize, Ladies and Gentlemen, that 
the worst thing here as far as Mr. Taylor is con- 
cerned is not the evidence in this case but the fact 
that he had previously plead guilty to tax evasion 
in his own case but we say to you that if there is 
anything that we in this Country stand for it is that 
everyone is entitled to fair play, even those who 
have erred previously and who are weak and down 
trod, they also as well as the successful and rich 
and powerful have the right to be judged imparti- 
ally on the facts in the case. 

Now, on his own return, Mr. Taylor although he 
‘felt i in his own heart that he had not intentionally 
evaded [5341] taxes, pled guilty on the advice that 
he was responsible, that as an accountant he had 
‘no defense. He stood up hke a man and paid for 
his mistake. He did not deny the facts relating 

to his own situation and there is nothing in his plea 
of guilty to indicate that when he is testifying un- 
\der oath he would do other than to state the facts 
truthfully and correctly as they occurred. In fact, 
‘his testimony in this case, as you saw, Ladies and 
Gentlemen, was direct and it was frank. 
i Mr. Griffin said something about character wit- 
Nhesses, about one character witness being asked 
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about reputation during the period 1945 to 1949. 
Of course, that is what we asked him. That is the 
period when it is charged these events took place. 
Mr. Griffin forgets that his own associate, Mr, 
Brody, asked Forster’s character witnesses precisely 
the same question, and as Maleolm McLaren, a labor 
leader and civie leader in this City told you, Mr. 
Taylor’s plea of guilty in his own ease has not 
changed his opinion as to Taylor’s truthfulness and 
veracity. Just because Taylor pled guilty in his own 
ease doesn’t justify his being made the scapegoat 
for someone else’s tax delinquencies. The very fact 
he had this prior trouble makes it imperative [5342] 
that you Members of the Jury carefully examine 
the evidence and the credibility of witnesses in this 
case because of the vulnerability of a person in his 
situation being charged with another’s troubles and 
this responsibility that you as jurors bear is par- 
ticularly emphasized in this case by the fact that 
Forster’s defense has not been a frank, straight 
answering of the Government’s charges but has eon- 
sisted almost entirely of an attack on Mr. Taylor, 
on matters having nothing to do whatsoever with 
the Government’s charges. 

These are the tactics, of course, that a person 
would employ if he were improperly seeking to 
blame another for his troubles. He would avoid 
talking about the actual issues and would concen- 
trate on discrediting his victim and that is exactly 
the line that Forster’s defense has taken here. 

Moreover, it is evident from the testimony that 
this defense of blaming Taylor is based not on a 
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conscientious consideration of what actually hap- 
pened but on the fact that Taylor was vulnerable, 
a person on whom the blame could be thrown. 
April 16, 1950, it had its inception at a time when 
the investigation of Forster had not yet started 
and it was not known anything was wrong [5343 
with the Forster returns. In the very first meeting 
with the Agents on this Forster case on April 26, 
1950, Mr. Kachlein, who was attorney for both For- 
ster and ‘Taylor, stated to Revenue Agent Marx 
that if there were any errovs in the Forster returns 
it was undoubtedly due to the sloppy accounting of 
Taylor. Now, JXachlein says he doesn’t remember 
this but he does not deny it and Marx in so testi- 
fying was testifying from a written memorandum 
made at the time. By Mr. Kachlein’s own admis- 
sion he did not then know that there was anything 
wrong with Forster’s returns. Why then would he 
suggest to the Agents that another client of his, Mr. 
Taylor, was responsible for any shortages if they 
were found? Obviously at that point he did not 
know truthfully who might actually be responsible 
for the shortages if they were found. The only pos- 
sible reason for this statement was to lay the ground 
work for shifting the responsibility for any short- 
age that might develop—shifting the responsibility 
from Forster to Taylor—irrespective of the actual 
responsibility that might be developed by the facts. 
Myr. Kachlein admits that on August 29, 1950, 
when from Mr. Eppler’s entry into the case he knew 
there was a question of fraud involved he [5344] 
nevertheless told the heads of the Internal Revenue 
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Office here in Seattle that the substantial deficiency 
shown by the Touche-Niven reports was all due to 
the faulty, sloppy, poor accounting work of ‘Taylor 
and told them that Mr. Taylor had the responsi- 
bility of looking after all of Mr. Forster’s books 
and all the finances of Mr. Forster’s enterprises 
and yet, even at this time, Mr. Kachlein, according 
to his own testimony, did not know the details of 
the possible deficiencies as to whose fault it was. 
He says he didn’t know that until the end of Octo- 
ber, 1950. I wonder with the evidence in this case 
on just what he did base his conclusions even then. 

Now, again, these statements to the Agents indi- 
cated a plan and purpose of basing the defense of 
Forster on an attempt to shift the blame to Taylor 
irrespective of the actual facts of the case. Now, 
furthermore, Mr. Kachlein, during all this period 
when he was making these statements, was actively 
representing Mr. Taylor as his attorney. He at no 
time advised Taylor that he was taking a position 
that Taylor was to blame for Forster’s tax defici- 
encies, and, furthermore, after a phone call from 
Forster he blocked the circulation of a petition 
which would have strengthened Mr. Taylor [5345] 
before the Accounting Board. 

Now, I say to you that all of this was a very 
unfair procedure with a lawyer to take with his 
own client, that it was extremely unfair for a law- 
yer who has persuaded his client to plead guilty to 
a criminal charge to turn right around and use that 
very guilty plea as a basis for making him the 
scapegoat for another’s tax deficiencies. 
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Now, if Mr. Forster and Mr. Kachlein had had 
confidence that the facts as they developed would 
exonerate Mr. Forster then there would have been 
no reason for treating Taylor unfairly; there would 
have been no reason for Kachlein to blame Taylor 
on the one hand while still representing him on the 
other and at a time before Kachlein knew what the 
facts were; there would have been no reason to pre- 
vent Taylor’s clients from expressing their confi- 
dence in him; there would have been no reason to 
encourage Taylor to leave town for a month in Sep- 
tember, 1950, without telling him that the lawyer 
he trusted and still relied on was actively working 
against him; there would have been no reason to 
leave Taylor, in practical effect, without an attor- 
ney’s protecting his interest during the first six 
months of the investigation in this ease. [5346] 

Jf Mr. Kachlein, on April 26, 1950, realized as 
he should have the conflict involved in blaming Mr. 
Taylor for Mr. Forster’s troubles, blaming the man 
who is now in prison and who is most vulnerable 
_beeause of Mr. Kachlein’s own advice, if he had 
even notified Mr. Taylor at that time so that Mr. 
Taylor could have employed other counsel Taylor 
might be in a much better position today to defend 
himself against the attack by Forster because on 
April 26, 1950, Taylor’s files were still complete as 
he left them at Issaquah. By October 27, 1950, they 
had been taken apart and scattered and never again 
would get into a condition where all of the papers 
‘relating to various transactions could be put to- 
| gether. 
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The fact that all of this was done before the facts 
shown by the investigation had been uncovered is 
evidence that Forster and Kachlein did not have 
confidence in the truth of Forster’s position and 
desired to plant in the Agents’ minds at the very 
outset the idea that Taylor was the man responsible. 

Now, these representations against Taylor and 
the statements by Forster against Taylor which fol- 
lowed them all occurred before any recommendation 
of prosecution was made by the Government [5347] 
Agents in this case. And what were the Govern- 
ment Agents to do? Here was not only Forster but 
Taylor’s own prior attorney saying that Taylor was 
responsible. Their only course, as conscientious 
public servants, was to indict both of them along 
with Mr. Erickson and let you, the jury, decide 
who was to blame and that is now your responsi- 
bility, Ladies and Gentlemen. 

To have pled guilty in his own case and gone to 
prison was not easy on Mr. Taylor, particularly 
where he insisted that there was no intent to evade, 
but he was told for an accountant there was no de- 
fense. You saw tragically while he was on the stand 
the genuine anguish of a man required to relive 
that episode. Nor was it easy for Mr. Taylor to 
learn that the very day after the prison doors closed 
on him his trusted attorney on whom he had im- 
plicitly relied and on whose advice he had pled 
guilty was imputing to him the blame for someone 
else’s tax deficiencies, an imputation obviously based 
on the very plea of guilty which that attomev had 
recommended. 
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Now, I am asking you to re-examine Mr. Tay- 
lor’s own case. Whether what happened was right 
or wrong it is not your burden to decide and [5348] 
it is not an issue here but I am asking you not to 
punish Taylor twice for the same matter. T am 
asking you to determine the case before you on its 
own merits, without prejudice from what happened 
before. You have only this case before you and T 
am asking that justice be done in it on the facts 
which apply to it and it alone. 

The Court will instruct you that Mr. Taylor is 
not guilty in this case unless you find beyond any 
reasonable doubt that he knew there was not in- 
eluded in these returns income which was required 
to be included and that he personally and with an 
evil motive intended to evade taxes thereon when 
he filed those returns, and the only evidence, La- 
dies and Gentlemen, in this case that would serve 
to show such intent by Mr. Taylor is the unsup- 
ported oral testimony of Forster and Erickson and 
under all the circumstances here we say to vou that 
their testimony against Mr. Taylor can not be be- 
lieved and it certainly can not be believed beyond 
any reasonable doubt. As conscientious citizens in- 
terested in fair play and considering the evidence 
in this ease your verdict as to Mr. Taylor should 
be not guilty. 

Thank you. [5349] 


cee Oe 


Mr. Griffin: The Defendant Forster at this time 


'moves that the cause be reopened for the taking of 


additional testimony, and the introduction and the 
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offer again of exhibits A-121 and A-121-A; that he- 
cause of the argument primarily made by Mr. Le- 
Sourd in regard to minus inventory, and the pur- 
pose of that exhibit as well as the offer of Exhibit 
120 was to meet that particular argument, and with 
those exhibits in evidence, the argument would fall 
of its own weight. It leaves the case, as far as the 
Jury is concerned, with Mr. Taylor’s statement as 
to minus inventory when he carried the minus in- 
ventory over from 1949 into 1950, and showed. it 
only by a hyphen mark on Exhibit A-121-A, and 
in exhibit A-121 [5367] he didn’t show it at all on 
a profit and loss statement. You had to deduce it 
by a matter of addition and subtraction. 

The Court refused the testimony on rebuttal to 
the testimony of Mr. Taylor by Mr. Egeness, and 
that rebuttal testimony was to meet the testimony 
of Mr. Taylor specifically in regard to Finstad and 
Utgard—Mr. Egeness—and it left the testimony of 
Mr. Taylor then open, unimpeached, and the argu- 
ment was therefore made on Mr. Taylor’s behalf by 
Mr. LeSourd as to the Finstad and Utgard situa- 
tion, and the Egeness situation in the purchase and 
sale and the salary checks and payment of taxes. 

The Court refused the testimony on rebuttal of 
Mr. Ellis, the credit manager, of Peoples National 
Bank, of Mr. Strack and Mr. Donaldsen, as to the 
purpose and effect of a financial statement, what 
the credit department desired, and what was repre- 
sented to them, leaving the testimony of Mr. Taylor 
unimpeached, as to what the credit department 
wanted, and the purpose of making of credit profit 
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and loss balance sheets for the credit at a bank, 
which was used and unimpeached, Mr. Tavlor’s 
testimony standing alone in that particular. Mr. 
Figeness’s testimony also going to the matter of the 
bonus payments, and Mr. [5368] LeSourd argued 
to the Jury that the $10,000 was properly allocated, 
when the rebuttal testimony of Mr. Egeness would 
show that the bonus payments were limited to those 
on the statement and there was a differential of 
between seventy-five hundred and eight thousand 
dollars, however, leaving Mr. Taylor’s counsel free 
' to argue that the ten thousand dollars was properly 
allocated under the evidence of Mr. Taylor. 

Will your Honor excuse me just a moment? 

(Whereupon, there was a brief pause.) 

Mr. Griffin: (Continuing) The Court did not 
' permit the testimony of Mr. Egeness in impeach- 
ment of Mr. Taylor as to Exhibit A-44, Mr. Taylor 
having testified that three changes in that document. 
were made by Mr. Egeness, and the specific question 
asked of Mr. Egeness was refused by the Court, and 
we deem that those matters were vital in the defense 
of Mr. Forster as against Mr. Taylor’s claim, and 
would affect the over-all defense of Mr. Forster as 
to the Government’s claim. 

T think that completes it, if the Court please. 

The Court: Any comment of other counsel? 

Mr. LeSourd: We object, of course, on [5369] 
‘the same grounds before, on the grounds it was not 
\timely offered. 
| Mr. Moriarty: The Government objects on the 
“same grounds. 
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The Court: Motion will be denied. [5370] 
may aa 

Mr. Moriarty: May it please the Court, Ladies 
and Gentlemen of the Jury: 

It has been called to my attention that during 
the argument, that I made a statement that Mr. 
Griffin had cross-examined Mr. Eppler for a period 
of seven days. I wish to withdraw that statement, 
because it is not the fact. Mr. Griffin did examine 
him on parts of two days, and completed his ex- 
amination, but Mr. Eppler was here for a given 
number of days and if I may be guilty of any mis- 
statement, it is by the tender mercies of inaccuracy 
of memory. I do not intentionally make any mis- 
statement of fact. 

Mr. Griffin in his argument has accused me of 
stating that there were some “characters” who testi- 
fied, and my designation offended him. I am afraid 
Myr. Griffin has not been in contact with the dic 
tionary for some time, for that states an individual 
possessing a combination of distinctive features of 
high worth and moral force and also one of resolu- 
tion. 

He also indicated we were endeavoring to convict 
a rich man only because he was a rich man. [5491] 

The United States Attorney herewith serves no- 
tice on Mr. Griffin, upon every individual in the 
district, that any one who violates the law, be h@ 
rich, be he powerful, or high placed, is not above 
the law or beyond it. 

We heard much about the suggestions and the 
gift of imagination that Mr. Eppier and the United 


] 


Umted States of America 2627 


States Attorney possess. We were warned about 
the Police State; we were told in Mx. Griffin’s argu- 
ment that every item of personal expense was 
eharged to business expense on the books. There 
were many places that those personal expenses were 
found, in supplies, advertising, plant expense, and 
so on, and they couldn’t be found unless somebody 
went out looking for them, and they weren’t found 
for many years by a revenue agent and it took about 
six months for their own accountants to finally get 
it together, but a strange thing appeared in the 
evidence and I hope my memory serves me right, 
that when Mr. Eppier asked Mr. Krickson for a list 
of those expenses when he was under investigation, 
it was promptly and quickly complied with. 

We were told about the two dollar Community 
Hund check and we were given the five facets. The 
Time Oil Company was explained by Mr. Griffin's 
[5492] imagination as used to prevent other oil 
companies knowing that the Time Oil Company was 
doing something uncthical. We are not interested 
in that, but ask the Jury to consider how the other 
Oil Companies could cheek the books of the Issa- 
quah Creamery Company if such had been re- 
eorded on the books of the Issaquah Creamery Com- 
pany, and the Issaquah Creamery Conipany would 
not let them check the books. 

We heard again and again that every check in 
the journal was recorded, and every check was in 
the journal, but something had been done to detour 
it to something that wasn't Mr. Forster. 

We heard about Account 198 being available to 
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Mrs. Forster, but at the time she wanted the Cad- 
illac Automobile, she didn’t go to 198. She wen% 
down to Mi. Erickson while Mr. Forster was in 
switzerland, and Mr. Erickson graciously complied 
with it, and if that is not the best evidence of a 
plan, I don’t know of any other. “Charge every- 
thing on the books, but charge nothing to me.” 
Those were the orders, and they were slavishly com- 
plied with. Every check was entered in the journal, 
but semehow charged to something else but Mr. 
Forster. 

My. Forster eliminating his competitors and put- 
ting them out of their misery was confusing him- 
self [5493] by mixing up in account 198 funds that 
belonged to the Hans Forster Transportation Com- 
pany, the Issaquah Creamery Company, and Alpine 
and Apex. 

Then, Mr. Griffin recited all of the witnesses for 
the Government, including Carline Neukirchen, and 
he dramatically read to you one instruction about 
the selection of an accountant. 

I ask you to pay close attention to the instruc- 
tions of the Court upon that feature. Dramatically 
Mr. Griffin made a demonstration about his chair, 
and dogmatically announced that you couldn’t make 
a chair disappear. Therefore, minus inventory Was 
eliminated. 

1 say to Mr. Griffin, if you really wanted to juggle 
books, you could have a minus chair just as easily 
as you could have minus eash, if that was part of a 
plan, to defraud the Government. Magnificent words 
were used about taxes and military taxes, and Hans 
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Forster dealing with himself, and Mrs. Wilcox 
earefully keeping the eash. Remember they had a 
cute deal. Down in Seattle was where they took it 
i and very carefully, and it was only in the little 
world at Issaquah that it was diverted, and where 
there were two people all the time, every day, Hans 
Forster and Harold Erickson. [5494] 

Then Mr. Griffin went into a dramatic charge, 
answering only one of the questions that T addressed 
in the opening argument, and that was about Mr. 
Jones. Mr. Griffin reminds me that Mr. Jones was 
a Witness subpoenaed by the Government. 

That did not keep Mr. Griffin from bringing back 
every witness that he wanted to that was sub- 
poenaed by the Government, and that explanation 
of failing to call Mr. Jones falls flat on its face. 

Then, in his argunent, Mr. Griffin began to Tay- 
lorize the defense, and he charged Taylor with the 
duties of a memory expert, when we can only charge 
hin with the ability of a Houdini. 

It was a Taylor-made defense. He had proved 
the Government’s case, and then he eriticized that 
Mr. Gorans had not been inquired into further. We 
ended the Government’s case in chief on March 
16, 1954. We are still in the trial and we have been 
hstening mostly to minus explanations of fog and 
maceuracies of Mr. Taylor’s bookkeeping accounts. 
f want the Jury to well remember that the Govern- 
ment bases its case principally on the items that 
never saw the books, on the checks that were writ- 


ten, falsely entered as business expense, and no mat- 


ter how many internal safeguards, or how much tne 
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Touche, [5495] Niven, Bailey and Smart account- 
ants could set up, if somebody detoured with the 
money they couldn’t have any record of it any more 
than Hicks Taylor could have. 

In the closing of Mr. Griffin’s argument, he closed 
that session on an afternoon with the explanation 
about Taylor and about the barn, and that Taylor 
should have known about the barn. It was apparent 
that Mr. Griffin expected that Mr. Taylor—not Mr. 
Forster—was expected to milk the cows, clean out 
the barn, rent the farm, and collect the rent, and 
know everything about it, including income tax, 
only having been there once at the barn dance. 

Apply the same measure of expectation of recol- 
lection to Mr. Forster. We heard again a suggestion 
about a Swiss Cheese deposit in a sarcastic way. I 
am not unwilling to answer the explanation and 
inquire of the Jury whether it is not possible under 
this evidence to think that in some parts of Switz 
erland, there may be some deposits not in rolls of 
Swiss Cheese, but in Swiss deposit boxes. 

Then we heard of Erickson’s great limitations. 
Forster carries the matter here. I am willing to 
answer that part of Mr. Griffin’s argument. He 
earried it well, and he earried it [5496] without 
the assitance of any books, and unless somebody was 
watehing him every minute, nobody could tell how 
much money he had at any time. Mr. Griffin said he 
was calling no names, and to pay no attention to the 
accountants, and Mr. Gorans, who has remained 
here, through the arguments, at sixty dollars per 
day, for the sole purpose of giving Mr. Griffin the 
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memorandum he carefully read with difficulty—dis- 
traction for seventy thousand dollars and a slight 
memorandum. 

The Government is charged with attempting to 
aid ‘Taylor. I know by this time in this argument 
that that argument has disappeared. 

Mr. Griffin then spoke about Bill Allen at Boe- 
ing’s who never saw the books, but I pose this 
question: 

If the bookkeeping department at Boeing’s put 
a check for the sale of supposedly 29 cents on Bill 
Allen’s at Boeing’s, or Dill Street’s at Frederick 
& Nelson’s a check for used furniture, we don’t 
think either one would put the cheek in their per- 
sonal savings account and loan it back to Frederick 
& Nelson’s or Boeing’s at six per cent. 

Mr. Griffin suggested you take a paper and pencil 
for the proper showing of forty thousand and fifty 
thousand dollar shift from Issaquah Creamery 
[5497] Company to the individual ownership of Al- 
pine Dairy in 1948 and 1949. He has pointed out 


_ that the corporate tax for both years was 38 percent. 


and on ninety thousand, the total for both years, 
which he admits the corporation did not pay. 

He failed to point out, however, that in 1948 that 
more than 56,000 was omitted from Alpine, and Mr. 
Forster’s personal tax returns, so that instead of 
paying 59 percent or 21 percent more tax on the 


fifty thousand dollars, he didn’t pay a cent on it, 


either personally or in the form of corporate tax, 
| and that in 1949, the evidence shows that more than 


$79,000 was omitted from Mr. Forster's personal 
| 
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tax returns, so that instead of paying 65 percent or 
27 percent more on the forty thousand dollars, he 
didn’t pay a cent on that tax, either, and that ac- 
tually the full ninety thousand dollars was taxable 
to the corporation as well as taxable to Hans For- 
ster personally and neither paid one penny on it. 

To keep within the limitations of my time, I 
leave Mr. Griffin’s argument for the moment. 

Mr. Keesling in his defense of Mr. Erickson has 
adopted a rather unique approach, and I said in 
my opening that he had taken Mr. Griffin’s advice 
and he was pounding the other lawyer. So, if my 
[5498] memory serves me correctly, Mr. Keesling 
described to you the reasons why these people could 
not be tax evaders. 

I will try to recall them. 

(1) There must be an intentional failure to main- 
tain any financial records whatever. 

(2) That the tax evader must have frequently 
visited safety deposit boxes at least under an as- 
sumed name. 

(3) The tax evader must deal in large sums of 
currency, never in checks. 

(4) The tax evader must purchase property un- 
der assimmed names. 

(5) The tax evader must be a racketeer. 

(6) The tax evader must not be able to pay the 
taxes when apprehended. He must have lost the 
money at the race track or by some other means. 
Mr. Keesling has been reading too many detective 
stories. What he described to you is not the defense 
of tax evasion as described in the Code, but the 
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perfect crime of tax evasion. He tells you, in effect, 
that a erie, in order to [5499] be a crime, must be 
a perfect crime. 

Now, the Court will instruct you wii the 
elements of the crnne of tax evasion, and in all a 
deference to Mi. Keeshing, I am confident that fe 
Court’s charge will not include any of the clements 
mentioned by Mr. Ixeesling. 

However, for a moment, I would lke to diseuss 
these elements and see whether they might be ap- 
plicable to this ease in view of the question asked 
me whether it is possible to explain why the Gov- 
ernment’s proof fails to measure up to Mr. Kees- 
ling’s specifications. 

Hirst, Mr. Keesling says there must be an in- 


| tentional failure to maintain any records. J must 


eontess there are records 1n this case. However, at- 


tached to Exhibit 238, is a list of over $100,000 of 
| business receipts received by the Issaquah Creainery 


Company and not recorded on the books of that cor- 
poration that are in evidence. There are other en- 
tries concerning these reccipts in the books of the 
eorporation. There is evidence that Hans I*orster 


eonducted large scale business known as the Daisy 
iee Cream Company. Few, if any, records of this 


corporation have been found. Therefore, I submit, 
at least we have partially satisfied [5500] the first 
1of My. Keesling’s requirements. 

Second, Myr. Keesling tells us that there must be 
1a frequently visited safety deposit box rented under 
li an assumed name. 

Now, there are many banks in the State of Wash- 
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ington. There are many more banks in the United 
States, and there are banks, in fact, in foreign 
countries. It is probable that there are considerable 
numbers of banks even in the small country of 
Switzerland. There are also assumed names without 
end which a person might use. There may be sev- 
eral safety deposit boxes kept under assumed names 
in this ease, but the Government must admit that if 
there are, we have been unable to locate them, so 
T guess we must admit failure to satisfy Mr. Kees- 
line’s second requirement. 

Third, Mr. Keesling suggests that there must be 
use of large sums of currency. If you will examine 
198, you will find many thousands of dollars of 
currency deposited in that account. You will recall 
the testimony of Caroline Neukirchen of the eur- 
rency collected from the drivers, and Mr. Green’s 
Time Oil payments, were made in currency, so that 
T believe we can satisfy Mr. Keesling’s requirements 
on that part. [5501] 

Fourth, there must be purchase of property 
under an assumed name. Presumably a person who 
has no desire to own property could not qualify 
as a tax evader. As in the case of safety deposit 
boxes under assumed names, the Government must 
confess its inability to locate property which Hans 
Forster acquired under assumed names. 

This does not, of course, mean that such prop- 
erty does not exist. 

However, we have located and have put in evi 
dence $300 a month paid to Mary Finstad on Hans 
Forster’s account which was carried on the books 
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of Finstad and Utgard under the name of Verne 
Hgeness. We have sums of money paid to Hans 
Forster from the Renton Ice and Ice Cream Com- 
pany carried under the names of Maizie Basket? 
and R. L. Schneider. We have sums of money paid 
to Mr. Forster by Simonson and Forster, carried 
under the name “equipment” but I do not suppose 
these facts satisfy Mr. Keesling’s requirements. 

Mr. Keesling says that the taxpaver must be a 
racketeer. What constitutes a racketeer depends 
upon one’s definition of the term. It is what racket 
one is in. I do not believe we could eall Mr. For- 
ster a racketeer. Unfortunately, there are not [5502] 
enough racketeers in America to support the Gov- 
ernment by taxes. Moreover, as I have read the 
newspapers, and I have, the racketeers are very 
poor taxpayers, so the Government has found it 
necessary to collect taxes from people other than 
racketeers. 

Sixth, Mr. Keesling tells you that m order to 
qualify as a tax evader, a person must be able to 
pay the proper amount of taxes due when the fraud 


is discovered. This would make the Court and Jury 
some sort of a collection agency. All an individual 


would have to do when discovered in wrongdoing 


/ would be to say “I will pay up”. Presumably the 


— 


individual who robs a bank and being captured 
could be completely exonerated by offering to re- 
turn the funds which he has stolen from the bank, 
—and these funds were stolen from your Govern- 
ment. Such is not the law. 

The Court will tell vou that this is a eriminal 
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case, and whether Mr. Forster has paid or will pay, 
or can pay, taxes due in this case is no concern to 
the Jury. The people who can pay their tax liabil- 
ities when discovered, and the people who for vari- 
ous reasons find it impossible to pay these taxes, 
stand on exactly the same footing. 

Mr. Keesling has told you that Mr. Keesling made 
out checks in question in accordance with the bills 
received and determined the account, whether the 
[5503] check should be drawn on the Alpine or the 
Issaquah account. 

Now, I ask you for a complete answer to that 
statement to look at Exhibit 64, the cancelled checks 
in the amount of $5,744.22, payable to the Puget 
Sound Products Company in payment, if we are 
to believe the books, for the purchase of butter. 
Examine these exhibits and you will find no bill 
from the Puget Sound Products Company. You 
will perhaps recall the testimony of Mr. Goss, the 
vice-president of the company. Mr. Goss told you 
that the Puget Sound Products Company did not 
sell butter, that he had never received a check, and 
that the endorsement on the back he couldn’t ree- 
ognize, and the Issaquah Creamery Company never 
owed Puget Sound Products Company any money. 
That is what Mr. Erickson did on one cold occasion 
of handing to 198 $5,744.22 of taxfree money and 
a deduction on top of it. 

Mr. Keesling has commented at some length that 
neither Harold Erickson nor L. Hicks Taylor weuld 
state he did what he did because Forster directed 
him to do it. He tells us that if they had willingly 


7 
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made that statement, they would have been com- 
pletely exculpated from wrongdoing. The fact is 
that had cither Taylor or Erickson made such a 
statement, it [5504] would have been tantamount to 
admitting they were guilty of aiding and abetting 
Hans Torster in his tax evasion. It would be re- 
freshing to hear such a frank statement from the 
witness stand, but human nature being what it is, 
we do not find defendants in criminal cases enter- 
ing pleas of “not guilty” and then taking the wit- 
ness stand and then confessing their guilt. 

Mr. Kessling, in great oratory, reminded us that 
the Hammer and Sickle is not flying over the court- 
house yet. I daresay such a reminder was necessary. 
IT suspect, if Mr. Forster and people who assisted 
him, had been accused by the Government of Soviet 
Russia of not bearing their fair share of the Gov- 
ernment’s effort, particularly during the war years, 
a four months’ trial before a jury would not have 
peen required to dispose of the matter. 

The matter would have been disposed of very 
briefly and the defendants would have enjoyed none 
of the rights which have heen observed in this 
courtroom. 

However, for the fact that the Hammer and Sic- 
kle is not flying over the courthouse, we are in no 
ways indebted to the principal defendants; in order 
ghat we may all continue to enjoy the rights of 
freedom which the defendants have enjoyed, we 
must [5505] maintain a strong national defense, 
and that requires large sums of money and unfor- 
tunately, there is no way to raise this money ex- 


2638 Hans Forster vs. 


cept by taxes—taxes—taxes. Taxes are the lifeblood 
of your national defense, and unless we want to 
have another flag flying over this Country, we must 
enforce our tax laws. 

Now, as I approach my conclusion in this mat- 
ter, I have boiled down in a few pages what I think 
the evidence shows over all with all the contribu- 
tions that have come from the unwilling lips of 
the witnesses, from the lips of defendants, and 
from the records in the four months almost that 
you have spent here. 

The planning Forster had the plan to expand, 
gain more business, and from each, get income con- 
cealed for taxes. First, you have an Egeness. He 
gets his profit—his salary—and no objection 1s made 
by him of taking a part in the concealed kickback. 
Where you have a Schneider, he gets his, and the 
kickback through a concealed plan to Forster via 
not only endorsed checks but then to make it more 
perfect, by cashier’s checks at another bank. And 
Taylor supervised all these affairs, plus additional 
ehanges of inventory at Finstad and Utgard and 
[5506] at Renton. Where you have an honest Neck 
at Apex, the money is removed through legitimate 
checks, sidetracked at Issaquah by Erickson and 
Forster to account 198. Where you have an honest 
Wilcox at Alpine, the company removed, through 
fictitious expenses and diverted checks at. the Issa- 
quah Creamery by Erickson and Forster to account 
198. Where you have an Erickson you do all these 
things, divert checks, fictitious expenses, hold out 
sales cash and checks, have the alterations of the 
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books and records. And, where you have a Taylor, 
you have an overseer field general and the super- 
visor of all these operations. And, where you have 
a Jforster, you have an empire builder and tax 
evader expanding through scheme after scheme, 
acquiring business after business, putting competi- 
tor after competitor out of misery, profiting in 
every venture he entered by concealing from the 
authorities of his adopted Country taxes due and 
owing from these profits. 

Was there an attempt to conceal? Look there for 
this consistent pattern in the several companies com- 
prising the Forster empire—Simonson and For- 
ster, Incorporated, Hans Forster received a salary 
of $100 a month for in excess of two years, and 
I wish to adopt Mr. LeSourd’s statement. The 
[5507] checks were not charged on the books to 
salary, but were by some strange coincidence 
charged to general expenses without any withhold- 
ing tax being deducted from Forster’s salary, and 
no withholding or wage statement being furnished 
to the Government. 

Finstad and Utgard monthly payments of $300 
per month were made to Mrs. Finstad by Finstad 
and Utgard check. These payments were made on 
behalf of Hans Forster. The books show these pay- 
ments as charged to Egeness with no records com- 
menting or indication of any kind that these pay- 
ments were made on behalf of Forster to pay for 
the Finstad and Utgard stock. Of course, the Gov- 
ernment was not, by some strange comcidence, m- 
formed of these payments, and was able to learn 
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of it only after an extensive investigation was begun 
and commenced with the Forster enterprises. 

The Renton Ice and Ice Cream Company — in 
some ways, this commands a grudging analysis. It 
was this company that near perfection was reached. 
In this instance, there was an agreed three-way 
split of Forster’s salary between Baskett, Schneider 
and Forster. But, how were the salaries shown on 
the books? As salary only to Baskett and Schneider. 
In fact, the plan went so far to even eliminate 
the [5508] name of Forster on the checks paid to 
him. | 

These checks were in some instances issued in 
the names of Baskett and Schneider, and endorsed 
over to Forster. In another instance, not even com- 
pany checks were issued, but bank’s cashier’s checks 
were purchased and forwarded to Forster to com- 
pletely hide and coneeal Forster’s name and the 
fact that he was receiving income from this com- 
pany. Here was the supreme effort and attempt to 
conceal. 

Alpine Dairy, and the Issaquah Creamery Com- 
pany: On the Alpine Dairy books, you have been 
shown cheek after check written for Forster’s per- 
sonal expenses, and charged on the books as busi- 
ness expense. No mention was made, no notation 
was shown on the books that these were Hans [or- 
ster’s personal expenses. Erickson has attempted 
to explain that he gave it no thought. Special Agent 
Eppler testified that the person looking at the cheek 
register, or even the checks, or the check stubs, 
would not be able to tell whether a check had been 
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issued for personal expenses, and under normal cir- 
cumstances, who would be expected to question and 
examine hundreds of the checks issued by this com- 
pany with the specific purpose of finding personal 
eheeks charged to business. 

The very same pattern of concealing personal 
[5009] expenses was devised and used on the Issa- 
quah Creamery Company’s books. In addition, a 
much greater concealment was perpetrated in the 
form of the diverted Issaquah sales reecipts. There 
was another masterful stroke, or at least, it was 
thought to be; here were sales receipts not recorded 
on the books. What better way could there be to 

| conceal something than to have no record at all of 
the receipts? 

But, the grand plan went even further to the 
point of destroying the invoices and the bills which 

Eric: leave a trail of cash sales. The only thing 
that was forgotten in this grand plan of coneceal- 
ment for tax evasion was what to do to hide ac- 
count 198? 

| Here was the one thing they couldn't conceal, 
destroy, or throw away, and still reap the harvest 
or the benefits of tax evasion, and certainly this 
‘account 198 is the one thing standing alone, now 
‘fully exposed, that spotlights and completely ihumi- 
their attempt to avoid taxes. 

T have not referred to an exhibit but to direct 
your attention to an exhibit there is an exhibit that 
‘was placed in evidence that is most important in 
omy opinion in your deliberation for what [5510] 
is not on it, rather than what is on it. This Exhibit, 
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A-142, was put into evidence during the side show 
about the Kachlein episode, in which we have at all 
times and do now disavow any connection with and 
have no part in, but it came in at that time, and, 
as you recall, it was a document that was prepared 
on behalf of Mr. Taylor by Mr. Kachlein when Mr. 
Kachlein was subject to investigation by the United 
States Probation Officer. 

Bear in mind, Ladies and Gentlemen of the Jury, 
when you look for the omitted name on this docu- 
ment—— 

The Court (Interposing): Mr. Moriarty, you 
mean Mr. Taylor? 

Mr. Moriarty: Excuse me. Didn’t I say Taylor? 
Bear in mind, when you look for the omitted name 
on this document of Mr. Taylor’s, that Mr. Tay- 
lor’s request or motion for leniency was that he 
had been working 16 to 18 hours a day, and had 
been neglectful of his own personal affairs. He was 
then in command of the Forster enterprises, and 
the Forster enterprises were the people who were 
keeping him working 16 to 18 hours a day, his 
largest account. 

The man who could explain to the Probation 
Officer more fully than any other individual was 
[5511] Hans Forster, and yet you can take this 
document, read it through, and while it lists the 
names of various people over two pages, I think 
approximately ten names, the name of Hans For- 
ster is peculiarly missing. 

Mr. LeSourd: Mr. Moriarty, would you please 
refer to the first part of this, where it says that 


— 


—— 
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these names are in addition to the names previously 
supplied. 

Mr. Moriarty: I didn’t know that. 

My. LeSourd: I wish you would correct that be- 
fore the Jury. 

Mr. Moriarty: I have never seen this document. 

Mr. LeSourd: It is in that letter. It is that 
which you have before you. 

The Court: I suggest that counsel address the 
Court, if you interrupt argument. 

Mr. LeSourd: I am sorry. 

Myr. Moriarty: Ladies and Gentlemen of the 
Jury: This case involves fraud, cheating your Gov- 
ermnent and mine. Three defendants are charged. 
The integrity of a Nation depends upon its law 
observance. The Nations that have disappeared in 


the past have been Nations that did not observe 
their laws and law observance; and the taxes of the 


Government are things that are the sinews of the 
Government, that [5512] make it possible for these 
institutions, the Courts and the Juries, to function. 

We have heard about the Little World at Issa- 


quah that went shattering to ashes. 


IT am reminded that if one million dollars in taxes 


had been paid by Hans Forster, on account of his 


understatement of taxes, there will remain in the 
Little World at Issaquah another million dollars 
and a half if two million six hundred thousand dol- 
lars was paid for the Forster enterprises without 


account 198 and without the Cadillac, the barns 


and the houses. 
We have heard of this Little World at Issaquah, 
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and we have heard of the book, ‘“‘The Little World” 
and I would like at this time to indulge in some 
matchless prose that Edwin Markham wrote: 

‘Yet all the while, in secret, without sound; 

“The fat worm gnawed the timbers underground. 

‘The twister worm whose epoch is an hour 

‘‘OCaverned its way into the mighty tower 

‘‘And suddenly it swayed, it shook, it broke 

“And fell in darkening thunder at one [5513] 
stroke. 

“The tall shaft, with an angel on the erown, 

“Fell ruining—a thousand years went down. 

“And so I fear, my Country, not the hand 

“That shall hurl might and whirlwind on the Jand. 

“T fear not Titan traitors that shall rise 

‘‘To stride ike broken shadows on our skies. 

“T fear the vermin that shall undermine 

‘Senate and school and citadel and shrine; 

“The worm of fraud, the fatted worm of ease 

“And all the crawling progeny of these. 

“T fear the vermin that shall honeycomb the 
towers 

“And walls of State in unsuspecting hours.” 

IT now close. I have no doubt that you have been 
moved by the arguments of Counsel. They are men 
of many talents. They have been brought here to 
sway you to their way of thought. My only sworn 
duty is to see that Justice is done. I want [5514] 
no conviction for personal reasons. I would be false 
to the trust given to me by the President of the 
United States if I did. This is your Government, the 
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future of your America, the heritage of you and 
your children. 

I have endeavored to analyze the evidence and 
testimony to show deliberate evasion, expertly con- 
ceived, and cleverly accomplished, and wilfully done 
by each of the defendants and it has been clearly 
shown. It is my humble opinion that Hans Forster 
did not want to pay taxes on any income which he 
could hide, and that his wish was carricd out by 
his aides to accomplish only one thing — saving 
money for him and leaving to others the burden 
of Government in the defense of its Constitution. 

if you believe that was innocently done, you 
should acquit the defendants; but, if you consider 
acquitting Mr. Forster, then don’t humiliate the 
Government by convicting the other defendants. 

You are the conscience of this District. Before 
you commit yourselves to a verdict, analyze for 
yourselves the evidence. It is not for vou to find 
ways to avoid a duty, even though that duty, hke 
mine, is not pleasant. 

I ask you to do your duty to the Government 
[5515] and to these Defendants under the Court’s 
instructions. 

Last January, you were sworn to well and truly 
try this case. Today, you are asked to discharge 
that oath. 

I wish only a true verdict, and I ask The Eternal 
God to euide you and your judgment that it will 


be a true verdict, So Help You God. 


The Court: Members of the Jury: 
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You have now heard the evidence in this case 
and the argument. It becomes the duty of the Court 
to instruct you as to the law governing the case. 
Tt is your duty, as jurors, to follow the law as 
stated in the instructions of the Court and to apply 
the law so given to the facts as you find them from 
the evidence before you. You are not to single out 
but one instruction alone as stating the law, but 
must consider the instructions as a whole. 

And regardless of any opinion you may have as 
to what the law ought to be, it would be a violation 
of your sworn duty to base a verdict upon [5521] 
any other view of the law than that stated in the 
instructions of the Court. These instructions will 
not be given to you and under the procedure fol- 
lowed in the Federal Court it will be incumbent 
upon you to listen attentively and retain insofar as 
possible from the Court’s statement of the instrue- 
tions the law as contained therein. 

Unless otherwise indicated, each instruction given, 
that is, each particular subject as covered by the 
instructions should be considered by you as refer- 
ring separately and individually to each defendant 
here on trial, unless specifically otherwise indicated. 

You have been chosen and sworn as jurors in this 
ease to try the issues of fact presented by the alle- 
gations of the Indictment and the denial made by 
the pleas—in this case, not guilty—of the accused. 
And in so doing you are to discharge a function 
requiring the highest standards of impartiality. 
You are to perform this duty without bias or prej- 
udice as to any party. The law does not permit 
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jurors to be governed by sympathy, prejudice, or 
public opinion. The accused and the Government 
and [5522] the public all expect that you will care- 
fully and impartially consider all the evidence, fol- 
low the law as stated by the Court in these instruc- 
tions and reach a just verdict. 

An Indictment is but a formal method of accus- 
ing a defendant of a crime. It is not evidence of 
any kind against the accused, and does not create 
any presumption or permit any inference of guilt. 

Rather, the law presumes every defendant to be 
innocent until he is proven guilty by the evidence 
beyond a reasonable doubt. This presumption is not 
a mere matter of form but is a substantial right of 
every defendant and this presumption continues 
throughout the entire trial and until such time as 
you have found that it has been overcome by the 
evidence beyond a reasonable doubt. Thus, a de- 
fendant, although accused, begins the trial with no 
evidence against him. And the law permits nothing 
but legal evidence presented before the jury to be 
considered in support of the charge against him. 
So the presumption of innocence alone is sufficient 
to acquit a defendant, unless the jurors are satis- 
fied beyond a reasonable doubt of the defendant's 
guilt from all the evidence [5523] in the case. 

A reasonable doubt is a fair doubt based upon 
reason and common sense and arising from the state 
of the evidence. 

A reasonable doubt exists in any case when, after 
the careful and impartial consideration of al] the 
evidence, the jurors do not feel convinced fo a 
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moral certainty that a defendant is guilty of the 
charge. 

A reasonable doubt may arise not only from the 
evidence produced, but also from a lack of evidence. 
Since the burden is upon the prosecution to prove 
the accused guilty beyond a reasonable doubt of 
every essential element of the crime charged, a de- 
fendant has the right to rely upon a failure of the 
prosecution to establish such proof. A defendant 
may also rely wpon evidence brought out on cross- 
exainination of a witness for the prosecution. The 
law does not impose upon a defendant the duty of 
producing any evidence. 

You are further instructed, however, that proof 
beyond a reasonable doubt does not mean that the 
evidence shall establish the guilt of a defendant be- 
yond all possible doubt. It is rarely possible to prove 
anything to an absolute certainty. [5524] The law 
does not require absolute certainty of guilt before 
there can be a verdict of guilty at your hands. 

You must use your common sense as men and 
women possessing some knowledge of the ways of 
life, and if, after examining carefully all of the 
facts and circumstances established by the evidence 
in this case and then if you can feel and say that 
you have a settled and abiding conviction of the 
euilt of a defendant then you are satisfied beyond 
a reasonable doubt. 

Proof beyond a reasonable doubt is established 
if the evidence is such as you would be willing to 
rely and act upon in the most important of your 
own affairs. 
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There are two types of evidence from which a 
jury inay properly find a defendant guilty of an 
offense, or, on the other hand, tmnocent. One is di- 
tect evidence—such as the testimony of an cye wit- 
hess. The other is circumstantial evidence—the 
proof of a chain of circumstances pointing to the 
connnission of the offense. 

As a general rule, the law makes no distinction 
between direct and circumstantial evidence, [5525] 
but simply requires that, before convicting a de- 
fendant, the jury be satisfied of the defendants’ 
guilt beyond a reasonable doubt from all the evi- 
dence in the ease. 

In order to justify a verdict of guilty based in 
Whole or in part upon circumstantial evidence, the 
facts in the chain of circumstances shown by the 
evidenee must be consistent with the guilt of the 
aecused and ineonsistent with every reasonable sup- 
position of innocence. 

If the facets and circumstances shown by the evi- 
dence are as consistent with innocence as with 


)suilt, the jury must acquit the accused. 
_ Statements and arguments of counsel are not 


evidenee in the case, unless made as an admission 
or stipulation of fact. When counsel for the Gov- 
emmment on the one hand and counsel for one or 
more of the defendants on the other stipulate or 
agree to the existence of a fact, the jury must ac- 
eept the stipulation as evidence and regard that fact 
as conclusively proved as between or among the 
parties to the stipulation. 

There is nothing peculiarly different in [5526] 
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the way a jury is to consider the proof in a criminal 
ease from that in which all reasonable persons treat 
any question depending upon the evidence presented 
to them. You are expected to use your good sense; 
consider the evidence for only those purposes for 
which it has been admitted, if limited, and give it a 
reasonable and fair construction. 

Bear in mind at all times that it would be a 
violation of your sworn duty to base a verdict upon 
anything but the evidence in this ease. 

If the accused be proved guilty, say so. 

If you find him innocent, say so. Remember at all 
times that a defendant must be acquitted if any 
reasonable doubt remains in your minds. 

The evidence in the case consists of the sworn 
testimony of the witnesses, all exhibits which have 
been received in evidence, all facts which have been 
admitted or stipulated and all applicable presump- 
tions stated in these instructions. Any evidence as 
to which an objection was sustained by the court 
and any evidence ordered stricken by the court must 
be entirely disregarded. 

You are sworn to consider only the evidence in 
the case. But in your consideration of the evidence 
you are not limited to the bald statements of the 
[5527] witnesses. On the contrary, you are per- 
mitted to draw, from facts which you find to have 
been proved, such inferences as seem justified in the 
light of your experience. 

An inference is a deduction or conclusion whied 
reason and common sense lead the jury to draw 
from facts which have been proved. 


| 


or 


—— 
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A presumption is an inference which the law in 
certain instances requires the jury to make in the 
absence of convincing evidence to the contrary. A 
presumption continues in effect until overcome or 
outweighed by evidence to the contrary; but unless 
so outweighed the jury is bound to find in accord- 
ance with the presumption. 

Unless and until outweighed by evidence to the 
contrary, the law presumes that transactions be- 
tween persons have been fair and regular; that the 
ordinary course of business has been followed: and 
that the law has been obeyed. 

You, as jurors, are the sole judges of the credibil- 
ity of the witnesses and the weight their testimony 
deserves. A witness is presumed to speak [5528] 
the truth. But this presumption may be outweighed 
by the manner in which the witness testifies, by the 
character of the testimony given, or by contracict- 
ory evidence. You should carefully serutinize the 
testimony given, the circumstances under which 
each witness has testified, and every matter in evi- 
dence which tends to indicate whether a witness is 
Worthy of belief. Consider each witness’ intellig- 
ence, motive and state of mind, his demeanor and 
manner while on the stand. Consider also the rela- 
tion each witness may bear to parties in the case: 
the manner in which each witness night be aftected 
by the verdict: and the extent to which, if at all, 
each witness is either supported or contradicted by 
other evidence. 

A defendant is a competent witness and his testi- 
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mony is to be judged in the same manner as that of 
any other witness. 

Inconsistencies or discrepancies in the testimony 
of a witness, or between the testimony of different 
witnesses, may or may not cause the jury to dis- 
credit such testimony. Two or more persons wit- 
nessing an incident or a transaction may see or hear 
it differently; and innocent misrecollection, [5529] 
like failuxe of recollection, is not an uncommon ex- 
perience. In weighing the effect of a discrepancy, 
consider whether it pertains to a matter of import- 
ance or an unimportant detail, and whether the 
discrepancy results from innocent error or willful 
falsehood. If you find the presumption of truthful- 
ness to be outweighed as to any witness, you will 
give the testimony of that witness such credibility, 
if any, as you think it deserves. 

A witness may be discredited or impeached by 
contradictory evidence; or by evidence that at an- 
other time the witness made statements inconsistent 
with the witness’ present testimony. 

Tf you believe any witness has been impeached 
and thus discredited, it is your exclusive province 
to give the testimony of that witness such credibul- 
ity, if any, as you may think it deserves. 

If a witness is shown knowingly to have testified 
falsely concerning any material matter, you have 
a right to distrust such witness’ testimony in other 
particulars; and you may reject all the testimony 
of that witness or give it such credibility as you 
think it deserves. [5530] 

Now, coning to the Indictment in this case: 
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The defendants are here charged under an In- 
dictment consisting of nine counts with a violation 
of a federal Statute, the applicable provisions of 
which read as follows: 

“Any person required to collect, account for, and 
Bay over any tax imposed * * * who willfully at- 
tempts in any manner to evade or defeat any tax 
maposed ~ * * or the payment thereof * * * shall 
a. bevomity of a felony.” 

The first count charges the defendants with wil- 
fully and knowingly attempting to defeat and evade 
a large part of the income tax due and owing by 
Fans Forster for the calendar year 1945 by filing 
and causing to be filed with the Collector of Internal 
Revenue at Tacoma, a false and fraudulent income 
tax return, when they knew at the time that the 
net imcome of Hans Forster was substantially 
ereater than that reported. 

Counts IJ, IIT and IV of the Indictment make 
the same charge as that contained in Count I ex- 
cept that the charge relates to the income tax of 
Hans Forster for the years 1946, 1947 and 1948, 
respectively. The charge contained in Count V is 

| [5531] similar to the charge in the first four counts 
but relates to the combined income tax of Hans 
Forster and his wife, Evelyn Forster, for the year 
1949. 
| Ws to the remaining counts, that is, Counts VI, 
feet, VIII and IX, they charge the defendants, 
‘Mans Forster, L. Hicks Taylor and Harold Evick- 
son, (alleging they were President, Seeretary and 
| Office Manager, respectively, of the Issaqual Creaiu- 
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ery Co.), with willfully and knowingly attempting 
to defeat and evade a large part of the taxes due 
and owing by the Issaquah Creamery for the eal- 
endar years 1946, 1947, 1948 and 1949, respectively, 
by filing and causing to be filed with the Collector 
of Internal Revenue, at Tacoma, Washington, a 
false and fraudulent tax return when they knew at 
the time that the net income of the corporation was 
substantially greater than that reported. 

I believe what I have stated is a sufficient sum- 
mary of the charge contained in the Indictment 
against the defendants. 

Of course, the Indictment will be given to you 
in order that you may more fully understand the 
various counts, and you will be allowed to take 
it to the jury room for your examination and study 
so that [5532] you can more fully understand the 
charges contained therein. Let me instruct you 
again, however, that the Indictment isn’t evidence 
at all; it is merely a formal instrument whereby 
persons are charged and brought to trial. You 
should clearly understand, therefore, that when the 
Indictment goes with you to the jury room it is only 
for the purpose of giving you a better understand- 
ing as to the nature of the charges against the de- 
fendants. 

Each defendant has entered a plea of not guilty 
to each and all of the nine counts of the Indictment 
and that means that each defendant denies every 
material allegation contained in the Indictment and 
every material allegation in each count thereot, 
thereby placing upon the Government the burden" 


: 
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of proving beyond a reasonable doubt every ma- 
terial allegation in the Indictment. 

The essential elements of the crime or offense 
eharged in each eount of the Indictinent are three: 

(1) That there was owing to the Government 
more income tax than that shown in the return of 
the taxpayer for the particular taxable year in the 
applieable count of the Indietment; [5533] 

(2) That the particular defendant knew that 
there was owing more income tax than that shown 
in the income tax returns; and 

(3) That the particular defendant willfully at- 
tempted to evade or defeat part of such tax by 
filing or causing to be filed a false return. 

With respect to the first essential element— 
namely, that there was owing to the Government 
more income tax than that shown in the return of 
the taxpayer for the particular taxable year in the 
applicable count of the Indietment—as to that first 
element I believe it proper at this time for the 
Court to make some observation or comment on the 
evidence so far as it relates to that first essential 
element. Of course, it is within the province and is 
the right of the jury to disregard entirely the 
Court’s comments on the evidence. However, the de- 
fendant Forster, the taxpayer involved in the first 
five counts of the Indictment, and for practical pur- 
poses the sole owner of the stock of the Issaquah 
Creamery which is the taxpayer involved in the last 
four counts of the Indictment, has, through his 
counsel, Mr. Griffin, admitted from the outset of 
this trial that [5534] there was owing substantially 
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more income tax than that shown in the return of 
the taxpayer for all the years covered by each count 
of the Indictment. The defendants Taylor and 
DHrickson, so far as the Court has been able to de- 
termine from the evidence, do not dispute that issue. 
In view of this situation I suggest to the jury that 
you should have little difficulty in determining from 
the evidence that the first essential element has been 
proved beyond a reasonable doubt as to all defend- 
ants and with respect to all counts. 

In making this observation I do not infer in any 
way that all the items of undisclosed income or all 
items of apparent personal expense charged to busi- 
ness expense as may appear in evidence are taxable 
as contended by the Government. By way of illus- 
tration, there has been considerable evidence ad- 
mitted relative to payment of salary by Finstad and 
Utgard to Mr. Egeness. The Government contends 
that a portion of this salary was paid by Mr. Ege- 
ness to Mrs. Finstad for the benefit of Mr. Forster 
and therefore they assert that it was income of Mr, 
Forster for the years during which it was paid to 
Mrs. Finstad. The Defendant Taylor contends 
otherwise, or more precisely, as urged by his counsel, 
that the tax hability [5535] as to the item was uncer 
tain during the years involved. 

Yi is the Court’s view of the evidence that the 
taxability of this item as well as other disputed 
items of alleged income is immaterial with respect 
to the first essential element of the offense and for 
that purpose such items may be eliminated from 
your consideration as items of income, of course, 
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provided you find there is no dispute as to the issue 
that there was owing substantially more income tax 
than that shown in the returns of the taxpayer for 
all the years involved. 

Now bear in mind [ make no comment or observa- 
tion as to these matters in evidence except as they 
rate to or bear upon the first element of the of- 
fense charged as I have stated. What consideration 
you are to give the evidence as to these items in con- 
nection with the remaining two essential elements, 
namely, each defendant’s knowledge that substantial 
fax was owing, and whether there existed a willful 
attempt on the part of any or all the defendants to 
evade any of it, is a matter Ieft exclusively and en- 
tirely to your determination. 

Those last two elements are the most important 
elements for your determination in this case [5536] 
and many of the following instructions will be de- 
woted to clarifying to the best of my ability what 
the willfulness and knowledge as reauired in this 
case 1s or must be. 
| You must consider each count separately and also 
‘you must consider each defendant separately with 
Yegard to each and every count. If, as to a particu- 
lar defendant, vou find that all the elements have 
heen established beyond a reasonable doubt as to a 
particular count you should find that defendant 
isuiltvy as to that count. On the other hand, if you 
have any reasonable doubt as to any one of these 
three elements you should acquit the particular de- 
fendant concerned as to such count. 
| The gist of the offense charged in the Indictment 


a a 
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is willful attempt to evade or defeat the income tax 
imposed by the income tax law. The word “‘at- 
tempt’’ as used in this law involves two elements: 

(1) an intent to evade or defeat the tax, and 

(2) some act done in furtherance of such intent. 
The word “attempt” contemplates that a defendant 
had knowledge and understanding that during the 
calendar year 1945 to 1949, inclusive, Hans Forster, 
or in the [5537] case of Counts VI to IX, inclusive, 
the Issaquah Creamery Company during the years 
of 1946 to 1949, inclusive, had an income in such 
years which was taxable and which was required by 
law to be reported and that such defendant at- 
tempted to evade and defeat the tax thereon, or a 
portion thereof, by purposely causing the respective 
returns to exclude income which such defendants 
knew Hans Forster or Issaquah Creamery Company 
had received during the years in question, and 
which such defendants knew should be included in 
such returns. 

With respect to the offenses charged there must 
exist a union or joint operation of act and intent. 
The burden is always upon the prosecution to prove 
both act and intent beyond a reasonable doubt. 

A person is held to intend all the natural and 
probable consequences of acts knowingly done. That 
is to say, the law assumes a person to intend all the 
consequences which one standing in like eircum- 
stances and possessing like knowledge should rea- 
sonably expect to result from any act which 1s 
knowingly done. 

With respect to offenses such as charged in this 
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ease, proof of specifie intent is required before there 
ean [5538] be a eonviction. Now, specific intent, as 
the term suggests, means more than a mere general 
intent to commit the aet. 


A. person who knowingly does an act which the 
law forbids, or who knowingly fails to do an act 
which the law requires, purposely intending to vio- 
Jate the law or recklessly disregarding the law, acts 
with specific intent. 


It is not necessary for the Prosceution to prove 
knowledge of the aceused that a particular act or 
failure to act is a violation of the law. Everyone 
is held to know what the law forbids and what the 
law requires. However, evidence that the accused 
acted or failed to act because of ignoranee of the 
Jaw is to be eonsidered in determining whether or 
not the aecused aeted or failed to act with specifie 
intent or knowingly and willfully as eharged. 


The law provides that any person who aids, abets, 


counsels, or induees the commission of an offense 


against the United States is punishable as a prin- 
elpal. Therefore, in order to find any defendant 


guilty as to any eount of the Indictment it is not 


necessary for you to find that he participated in all 
the aets out of whieh [5539] the understatement of 
income and tax for that year arose or for vou to 
find that he had knowledge of all such acts. It is 


sufficient if you find beyond a reasonable doubt that 
he willfully and knowingly aided or assisted in the 


evasion of any substantial part of the tax owing 
for the year covered by the applicable count. In 
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other words, a defendant becomes a principal when 
he consciously shares in the offense. 

You will note that the acts charged in the Indict- 
ment are alleged to have been done “willfully and 
knowingly.” 

An act is done “willfully” if done voluntarily and 
purposely and with a specific intent to do that 
which the law forbids. 

“Willfulness” implies bad faith and an evil mo- 
tive. 

An act is done “knowingly” if done voluntarily 
and purposely and not because of mistake, inad- 
vertence or some other innecent reason. 

Intent may be proved by circumstantial evidence. 
It rarely can be established by any other means, be- 
eause we know that while witnesses may see and 
hear and thus be able to give direct evidence of 
what a defendant does or fails to do, there can be 
no [5540] eye-witness account of the state of mind 
with which the acts were done or omitted. But 
what a defendant does or fails to do may indicate 
intent or lack of intent to commit the offense 
charged. 

Tn determining the issue as to intent the jury is 
entitled to consider any statements made and acts 
done or omitted by the accused, and all facts and 
circumstances in evidence which may aid determi- 
nation of state of mind. 

You are entitled to consider the motive, if any, 
of the respective defendants in connection with the 
various transactions involved as bearing upon the 
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existence or non-existence of the required specific 
intent. 

You are instructed that the Government is not 
obliged to prove an attempted evasion of the entire 
amount of the tax as alleged in the Indictment. Tt 
is sufficient for the Government to prove beyond a 
reasonable doubt that there was an attempt to evade 
any substantial portion of the tax liability for the 
years charged in the various counts of the Tndict- 
ment. ‘he word “substantial”? as here used depends 
upon the facts in each ecase—it means more than a 
small sum that may have heen the result of [5541] 
an honest mistake or miscalculation. It is not neces- 
sary to prove that the tax due was actually evaded 
but it is necessary to prove that there was a willful 
and positive attempt to evade the tax in any man- 
ner or to defeat it by any means. 

The signing of an income tax return by a tax- 
payer makes it his return and if it is false and the 
taxpayer knows it to be false, he violates the law if 
he files it willfully and with an intent to evade the 


payment of his tax. 


Every person subject to income tax, exeept per- 
sons whose gross income consists solely of salary 
or wages for personal services or arises solely from 
‘farming,—every other person—is required to keep 
“such permanent books of account or records, includ- 
ing inventories, as are sufficient to establish the 
amount of the gross income and the deductions, 
‘eredits and other matters required to be shown in 
any income tax return. 

A erime, such as the offense charged here, may 
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not be imputed to one defendant because of the acts 
of another simply because the former [5542] stands 
in a relation of employment, trust or confidence 
with that other defendant. Thus, if a taxpayer 
operating a business, uses ordinary business care 
and prudence in the selection of office personnel and 
employees and in the selection of an accountant or 
tax adviser and supplies or makes available all 
necessary information, and requests such account- 
ant or tax adviser to prepare an income tax return, 
and the taxpayer signs and files the return pre- 
pared by such accountant or tax adviser in reliance 
upon the skill, knowledge, ability and competence 
of his office employees and accountant and tax ad- 
viser, should it happen that such tax return prove 
fraudulent, the taxpayer is not guilty of such fraud 
unless he knew the return to be false and filed it 
with intent to evade tax. In this connection, how- 
ever, you should bear in mind that the owner of a 
business need not be the actual bookkeeper to be 
familiar with the affairs and finances of his busi 
ness. 

Good faith on the part of a defendant is a com- 
plete defense to the charges set forth in the Indict 
mert. Thus hona fide mistakes in preparing or file 
ing a tax return are not to be considered hy you 
as false or fraudulent statements within the [5543] 
scone of the charge made in the Indictment because 
willful evasion of tax requires an intentional act or 
omission as compared to an accidental or inadvert 
ent one. It also requires a specific wrongful intent 
¢y conceal an obligation known to exist as compared 
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fo a genuine misunderstanding of what the Jaw re- 
quires or a bona fide belief that certain receipts are 
not taxable. Likewise, negligence or carelessness in 
the handling of books of account, in providing in- 
formation to be used in preparing income tax re- 
turns, or in handling business affairs is not equiva- 
lent to fraud with intent to evade tax. 

On the other hand, one who signs a tax return, 
or assists In preparing a return or in providing in- 
formation to be used therein cannot escape the re- 
sponsibility of good faith and ordinary eare and 
attention as to the correctness of a return which he 
may sign, file or cause to he filed. A man may not 
close his eyes to obvious facts and say he is not 
aware of them. He must exercise such intelligence 
as he has and if the evidence establishes beyond a 
reasonable doubt that a defendant mtended to con- 
eeal tax liability from the Government then, of 
course, he was not acting 1n good faith. [5544] 

The low provides that the net meome of the tax- 
payer shall be computed upon the basis of the tax- 


_payer’s annual accounting period, in aceordance 


with the method of accounting regularly employed 
in keeping the books of the taxpayer. The method 
of accounting employed does not clearly reflect the 


-imeome a computation shall be made wpon such 


basis and in such manner as, in the opinion of the 
Commissioner of Internal Revenue, does fairly re- 


fleet the taxpayer’s income. 


When books are found to be inadequate the Goy- 
ernment is authorized by law to adopt a reasonable 
method of ascertaining income. The net worth and 
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expenditures method has been recognized in law as 
such a method. 

A person’s net worth for a given year is the dif- 
ference between all his assets on one hand and all 
his liabilities on the other. An increase in net worth 
for any year is computed by subtracting the net 
worth at the beginning of the year from the net 
worth at the end of the year. In order to compute 
taxable net income under this net worth and ex- 
penditures method you take the increase in net 
worth for the particular year and add to it the tax- 
payer’s living expenses and income taxes [5545] 
paid for that year. From this total you must sub- 
tract nontaxable funds, such as gifts or inheritances, 
received during the year. If the remainder exceeds 
the taxpayer’s exemptions and deductions, such in- 
come is taxable. 

You are instructed that although the defendants 
herein are charged with attempting to evade income 
taxes of Hans Forster for the years 1945 to 1949} 
inclusive, and with attempting to evade incomé 
taxes for Issaquah Creamery for the years 1946 to 
1949 inclusive, the court has, nevertheless, per- 
mitted evidence of transactions of Hans Forster oF 
the Tssaquah Creamery for earlier years. Such evi 
dence is to be considered by you only so far as you 
may find it bears upon or relates to the knowledge 
or intent of each defendant with respect to similar 
transactions during the years charged, providing, of 
course, that you first find from the evidence beyond 
a reasonable doubt that there was an understate- 


| 
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ment of income and taxes, which, as I indicated 
before, the Court finds in dispute. 

Similarly, the Court has permitted evidence of 
the net worth of Hans Forster for earlier years, 
and such evidence is to be considered by you [5546] 
only so far as you may find it bears upon or relates 
to the net worth of Hans Forster at the end of the 
years 1944 to 1949, inclusive, or as it hears upon 
or relates to the knowledge and intent of Hans For- 
ster during the years 1945 to 1949, inclusive, with 
respect to income tax evasion, again, if vou find, 
of course, beyond a reasonable doubt, first that 
there was an understatement of income and taxes 
mor any of the years charged, which again, as I 
stated to you, the Court feels there is no question. 

Fividenee likewise has been admitted coneerning 

ransactions of corporations other than the Tssaquah 
ne ineluding books, records and tax returns 
of the various so-called Forster enterprises, in some 


“istanees covering periods in years prior to as well 
fas during the vears covered by the Indietment. We 
fare not here coneerned with the tax hahility of 
: 


persons other than Tssaquah Creamery and Hans 


Porster. Therefore, such evidence, apart from any 


hearings it may have wpon income received by Issa- 


| qush Creamery and/or Fans Forster for the years 


eluded in the Tndictment. is to be eonsidered hy 


| you only so far as you mav find it bears upon or 
f¥elates to the knowledee or intent of each defend- 


ant [5547] with resnect to similar transactions of 
Hans Forster and Tssaquah — Co. during 
the years charged, providing, again, vou first find 
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from the evidence beyond a reasonable doubt that 
there was an understatement of income and tax 
for any of the years charged. 

Defendants Taylor and Erickson are charged 
with willful attempt to evade and defeat the income 
taxes of Hans Forster and Issaquah Creamery, and 
the defendant Forster is likewise charged with will- 
ful attempt to evade and defeat the income taxes of 
himself and Issaquah Creamery. In this regard it 
is not necessary for you to find that a defendant 
so charged was concerned in the actual preparation 
of the false and fraudulent income tax return, if 
filed by another. 

Section 145(})) of the Internal Revenue Code pun- 
ishes a willful attempt to evade and defeat taxes in 
any manner and so you may find that conduct such 
as keeping false books, making false entries in the 
books, failing to make entries in books, altering 
invoices or other records, concealment of assets, 
covering up sources of income, handling one’s af- 
fairs to avoid the making of usual records and any 
conduct the lkelihood of which would be to mislead 
or conceal [5548] as constituting an attempt to 
evade and defeat taxes. 

There is a distinction between the civil liability 
of a defendant and the criminal liability. This is 
a criminal case. The defendants are charged under 
the law with the commission of a erime, anc the 
fact that civil hability for the payment of taxes 
claimed to be due the United States has or has not 
been settled, in other words, if civil liability has 
been settled or not—is not to he considered by you 


i ei 
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in determining the issues in this ease, except in one 
respect and that is that it may throw some light on 
the intent of the defendant Forster. 

The defendant, Taylor, as the evidence shows, has 
previously pleaded guilty to a charge of attempted 
evasion of his personal income tax for the year 
1943, 

You are entitled to consider this fact only in con- 
nection with your assessment of his credibility as a 
witness. You are not to consider Mr. Taylor's pre- 
vious plea of guilty as in any way tending to estab- 
lish any of the elements which the Government must 
prove in this case in order to establish eult as to 
any of the counts in the Indictment. [5549] 

Witnesses have testified in this case as to the gen- 
eral reputation of defendants in this ease for hon- 
esty and integrity and for truth and veracity. Such 
testimony was offered to show the good character of 
such defendants. The jury should consider such 
evidence along with all other evidence in the case. 


Evidence of a defendant’s reputation, as to those 
traits of character ordinarily involved in the com- 


mission of the crime charged, may in itself give 
vise to a reasonable doubt, since the jury may think 
it improbable that a person of good character in 
respect to those traits would commit such a erime. 

There is evidenee, consisting of testimony of ac- 
eountants, as well as exhibits prepared by aecount- 
ants. which have heen admitted as or in connection 
with expert opinion on issues involved in this ease. 

Such evidence may serve to assist you in your 
consideration of the issues here imvelved. hut you 
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are not bound by the computations or other opinion 
testimony of an expert. You should give such evi- 
dence the weight and consideration you believe it 
deserves in the light of other proof in the case, par- 
ticularly as to whether or not the faets on which 
the expext’s [5550] testimony was based have been 
established by other evidence. 

Reference has been made in the testimony of sev- 
eral witnesses to certain sales of ice cream or ice 
cream mix by fssaquah Creamery as over-quota. 

As to such references I caution you that we are 
not here concerned in any manner with any wartime 
law, regulation or practice relative to quota, under- 
quota or over-quota sales of ice cream or any other 
food products. 

Therefore, any characterization of a rule or tran- 
saction as over-quota is not to be given any signifi- 
eance because of that circumstance alone. 

During the course of the trial, I have occasion- 
ally asked questions of a witness in order to bring 
out facts not then fully covered by the testimony. 

Do not assume that I hold any opinion on the 
matters to which my questions related. Remember 
at all times that you, as jurors, are at hherty to 
disregard all comments of the Court in arriving at 
your own findings as to the facts. 

It is the duty of the Court to admonish [5551] 
an attorney who, out of zeal for his cause, does 
something which is not in keeping with the rules 
of evidence or procedure. I think there are few in- 
stances in this case, if any. 

You are to draw no inference against the side to 
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whom an admonition of the Court may have heen 
addressed during the trial of this case. 

It is the duty of lawyers upon each side to make 
objections when the other side offers evidence which 
eounsel believes is not admissible under the rules 
of evidence. 

It is the duty of the Court to decide whether 
under the rules of evidence, testimony or other evi- 
dence may be reeeived. 

Whenever the Court has sustained an objection 
to a question, you are to disregard that question, 
and may draw no inference from the wording of 
it or speculate as to what the witness would have 
said if permitted to answer. Nor may you assume 
any party has objected to a question because that 
side expected the answer, if given, to be unfavor- 
able. 

During the trial of this case the Court has per- 
mitted certain evidence to be introduced over the 
objection of counsel. In so ruling the Court has 
not determined or indicated any opinion as to the 


weight [5552] or effect of sueh evidence. 


In judging the eredibilitv of witnesses and the 
weight and effect of evidence, you are not to con- 


sider the rnlings or comments of the Court in ad- 
mitting or rejeeting evidence. 

| The punishment provided by law for the offense 
| charged in the Indictment is a matter exclusively 


} within the province of the Court, and is not to he 


‘considered by the Jury in arriving at an impartial 
Verdict as to the guilt or innocence of the accused. 
| It is your duty to give separate, personal conr- 
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sideration to the case of each individual defendant. 

When you do so, you must analyze what the evi- 
dence shows with respect to that individual, leaving 
out of consideration entirely any evidence admitted 
solely against some other defendant or defendants. 

Each defendant is entitled to have his case deter- 
mined solely from his own acts and statements and 
the other evidence in the case which may be ap- 
plicable to him. 

The law of the United States permits the [5553] 
judge to comment to the jury on the evidence in 
the case. Such comments are only expressions of 
the judge’s opinion as to the facts. 

With respect to any comments I have made you 
are free to disregard them entirely, since the jurors 
are the sole judges of the facts. 

Under these instructions you may find all three 
defendants guilty or all not guilty, or you may find 
one or two of them guilty and the remaining two 
or one not guilty of the charge contained in the 
particular count. 

The verdict must represent the considered judg- 
ment of each juror. In order to return a verdict it 
is necessary that each juror agree thereto. In other 
words, vour verdict you reach must be wnanimous. 

Tt is your duty, as jurors, to consult with one an- 
other and to deliberate with a view of reaching an 
agreement, if you can do so without violence to 
individual judgment. Each of you must decide the 
case for yourself, but do so only after an impartial 
consideration of the evidence with your fellow” 
jnrors. In the course of your deliberations. do no 


| 
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hesitate to re-examine your own views and [5554] 
change your opinion if convinced it is erroneous. 
But do not surrender your honest conviction as to 
the weight or the effect of evidence solely because 
of the opinion of your fellow jurors, or for the mere 
purpose of returning a verdict. 

There 1s no fixed method of procedure for you to 
follow during your deliberations. However, you 
should proceed in such a way as to give every juror 
an equal change with every other to express his 
views and in such a way as will tend to produce 
the most intelligent result possible. 

The attitude of jurors at the outset of their de- 
liberations is important. It is seldom helpful for 
a juror, upon entering the jury room, to announce 
an emphatic opinion on the case-or a determination 
to stand for a certain verdict. When a juror does 
that at the outset, individual pride may hecome in- 


| volved, and the juror may later hesitate to recede 


from an announced position even when shown it is 
incorrect. You are not partisans. You are judges— 


and when you go into the jury room, you are the 
sole judges of the facts in this case. Your sole in- 


terest is to ascertain the truth from the evidence 
in the ease and you will make a worthwhile contri- 
bution to the administration of [5555] justice if you 


“arrive at an impartia) verdict in this ease. 


Upon retiring to the jury room, you will select 
one of your number to act as foreman. If you 


choose, you may select one of the ladies. 


The foreman will preside over your deliberations 


-and be your spokesman in Court. 
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Forms of verdicts have been prepared for your 
convenience. here is a form for each defendant, 
one for Mr. Forster; one for Mr. Erickson, and one 
for Mr. Taylor. It reads: “We, the jury in the 
above-entitled case, find the defendant .... guilty 
as charged in Count I of the Indictment, .... guilty 
as charged in Count IT of the Indictment,’’ and so 
on. Put in “‘is,’”’ if you find him guilty; put am 
“not,” if you find him not guilty. There is a place 
for signature at the end to be signed by the fore- 
man, and a place to fill in the date when you reach 
the verdict. 

You will take these forms to the jury room and 
when you have reached unanimous agreement as to 
your verdict you will have your foreman fill in, 
date and sign the forms to state the verdict upon 
which you agree as to each defendant, and then re- 
turn with your verdicts to the courtroom. [5556] 
You will find envelopes up there. Each verdict, 
when reached, shonld he folded, inserted in the 
envelope and sealed, and then brought back with 
yeu to the court room. 

net a heeomes necessary during your deliberations 
to eamrmunieate with the Court, you may send a 
note hy one of the Railiffs. In this respect, you will 
find paper and nencil up there and any communis 
eation vou wish should be written out, addressed 10 
me, statine what vour inquiry will be. You may 
not have one, bnt in the event you should happem 
to, that is the procedure you should follow. But 
hear in mind ev such occasions vou are not to 1@ 
veel ta Pa anirt ar ane neraon hew the jury stand 
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numerically or otherwise, on the question of the 
euilt or innocence of the accused, or any of them, 
or as to any count, until after you have reached 
an unanimous verdict. 

That, Ladies and Gentlemen of the Jury, com- 
pletes the Court’s instructions. 

Now, under the law, the counsel are authorized, 
and it is their duty to confer with the Court rela- 
tive—in the absence of the Jury, relative to any 
matters contained in the instructions which they 
believe should be considered. [5557] 

Therefore, I will exeuse you now. You should 
not begin your deliberations, however, and don’t 
start any discussion of the case. Just remain there 
aud without going into these matters, just as you 
have on the oceasion of other recesses, and in the 
Short time—I trust it will be a short time—the 
Court will call you back and will advise you if there 


| ave any further instructions. 


The Bailiffs will then be sworn, and you will then 
begin your deliberations in accordance with the in- 
structions as I have now given them to you. If you 
should have any specific question, if you wish to 
ask when you come back, you may do so. I don’t 

“mean as to the evidence, but if there is some mis- 
“understanding, or some question you want to know 
as to how to proceed, if you will state it, I will 
| attempt to enlighten you. 
_ Is there anything further before we excuse the 
oury at this time ? 
' Mr. Griffin: No, your Honor. 

My. Moriarty: No, your Honor. 
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The Court: All right. Bear in mind the admoni- 
tion given you. You may now be excused. 


(Whereupon, the jury retired from the court 
room.) [5558] 


Go ap Gs ae a 


The Court: Members of the Jury: 

I am sorry we were a little delayed in responding 
to your request but, first of.all, I have a note which 
reads as follows: 

“The Jury wishes an interpretation of the word 
willfully as used in the Indictment. Harold F. 
Craat.”? 

Is that correct? 

The Foreman: Yes, sir; of the entire Jury. 

The Court: Ladies and Gentlemen of the Jury: 

In an effort to meet that request of yours the 
Court is going to first give you again the instruc- 
tion I gave you yesterday as to willfully and an- 
other instruction that is related to it. I will supple- 
ment that with a little further statement which I 
think in essence is the same but probably stated 
differently. That is, with different words. 

Now I will give you the instruction as I gave it 
yesterday : 

You will note that the acts charged in the Indict- 
ment are alleged to have been done ‘‘willfully and 
knowingly.” 

An act is done ‘‘willfully’” if done voluntarily 
and purposely and with a specific intent to do that 
which the law forbids. ‘‘Willfulness’’ implies bad 
faith and an evil motive. 


| 
| 
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An act is done “knowingly” if done voluntarily 
and purposely and not because of mistake, inad- 
vertence, or other innocent reason. 

Now, you will note T referred to specifie intent 
and, therefore, will now read that to you again so 
that you will have that in mind. 

With respect to offenses such as charged [5575] 
in this case, proof of specific intent is required be- 
fore there ean be a conviction. Specific intent, as 
the term suggests, means more than a mere general 
intent to commit the act. 

A person who knowingly does an act which the 
law forbids, or who knowingly fails to do an act 
which the law requires, purposely intending to vio- 
Jate the law or recklessly disregarding the law, acts 
with specific intent. 

Now, to supplement that, as I say again, I am 
going to give you, in substance, the same matter. 

When used in a eriminal statute—that is, the 
word “willful”? or ‘‘willfully’ — when used in a 
criminal statute it generally means an act done with 
a had purpose, without justifiable excuse, stub- 
hornly, obstinately, perversely. 

The word is also characterized—employved to 
characterize a thing done without ground for believ- 
ing it lawful, or conduct marked by reckless disre- 
gard whether or not one has the right so to act. 


That, I believe, Ladies and Gentlemen, covers the 
request as you have made it; and so, with that 
further instruction, you may now be excused and 
return and continue your deliberations. [5576] 
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(Whereupon, the Jury retired from the court 
room.) 


The Court: It is stipulated the Jury have left 
the court room? 

Mr. Griffin: Yes, your Honor, 

Mr. Moriarty: Yes, your Honor. 

The Court: Any exceptions? 

My. Griffin: T feel obligated—— 

The Court: (Interposing) I feel it is quite all 
right. 

Mr. Griffin: on behalf of the Defendant For- 
ster to except to the use of each and every word 
in the new instruction just given by the Court and 
particularly that portion of it dealing with “reck- 
less disregard.” 


The instruction does not cover the use of “good 
feith,”’ “‘mistake,”’ and rather stultifies the defini- 
tion given the Jury originally on willfulness which, 
except for the use of the words “reckless disregard” 
was a full and complete instruction in that particu- 
lar as J view it. 

Mr. Cox: The Defendant Taylor would continue 
to except only to the use of the words “reckless 
disregard” of the law. 

The Court: Consistent with your former [5577] 
statement. 

Mr. Cox: Yes, your Honor. 

My. Keesling: The Defendant Erickson joins im 


the exceptions of Mr. Griffin and in addition, par- 
ticularly for the reason that as applied to this case, 
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the Defendant Erickson thinks that the instruction 
should be more definitive than stating that it is a 
specific wrongful intent to evade a known tax 
obligation. [5578] 


Be ap oP ee 2g 


[Endorsed]: Tiled February 7, 1955. 


[Title of District Court and Cause. ] 


SUPPLEMENTAL TRANSCRIPT OF RECORD 


TRANSCRIPT OF PORTIONS OF 

PROCEEDINGS 

had in the above-entitled and numbered cause, be- 

fore a Petit Jury, duly empaneled, and the Honor- 

able William J. Lindberg, a United States District 
Judge, at Seattle, Washington, commencing at 
10:00 o’clock, am., on the 4th day of February, 
1954. [1*] 
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FRANK B. DONALDSON 
iupon being called as a witness for and on behalf 
of the Plaintiff, and upon being first duly sworn, 
testified as follows: 


Direct Examination 
~ The Clerk: I want your name, please, and the 
spelling of your name. 
_ The Witness: Frank B. Donaldson. 


| * Page numbers appearing at top of page of original Reporter's 


‘Transcript of Record. 
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(Testimony of Frank B. Donaldson.) 

The Clerk: D-o-n-a-l-d-son (spelling) ? 

The Witness: Yes. 

Q. (By Mr. Maxwell): Will you state your name, 
please, sir? A. Frank B. Donaldson. 
And where do you reside, Mr. Donaldson? 
A. 9010 West Shorewood Drive, Mercer Island. 
(). And where are you employed? 
A. Peoples National Bank. 
Q. In Seattle? A. Seattle, yes. 
@. And that is the central office? 
A 
Q 
A 
Q. 
tio 


© 


Main Office. 
Where is that located ? 
1414 4th Avenue. 
And what is your capacity with the Peoples 
nal Bank? [5] 
A. Vice-president. 
@. You are Vice-president? A. Yes. 

Q@. (By Mr. Maxwell): Mr. Donaldson, I have 
handed you Exhibit No. 121 and ask you if you can 
identify that document? 

A. This is a financial statement submitted to us 
of Hans Forster as of December 31, 1949. 

Q. And, generally, what does it contain? 

A. It shows a list of his assets and his liabilities 
and the net worth. 

@. And net worth; who submitted that document 
to you, or your bank? 

A. The form is signed by Hans Forster, and I 
cannot say by whom it was submitted. 

Q. Do you know Mr. Forster’s signature? 


Na 
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(Testimony of Frank B. Donaldson.) 
ARs, ‘sir. 
Q. Is that his signature? 
A. That is Mr. Forster’s signature. [90] 
| Mr. Maxwell: At this time, I will offer Exhibit 
121 into evidence. 
| Mr. LeSourd: No objection. 
Mr. Griffin: May I inquire? 
| Was this submitted to you, this statement sub- 
| mitted to you, personally, Mr. Donaldson ? 
. Mr. LeSourd: Objected to. He already testified 
he didn’t know who submitted it. 
The Court: This is voir dire on these exhibits. 
We will proceed with the examination. 


Mr. Griffin: My question was, whether this was 
submitted to you personally, if you recall? 
| The Witness: No, I do not recall on that par- 
ticular statement. 
| Mr. Griffin: Were the—was it signed at the time 
it was received, if you know, or was it signed 
later? 


a 


' The Witness: On this particular statement, I do 


not recall. 
Mr. Griffin: Now, on this particular statement, 
_ there is—I would take it, a change of figures by 
$110,000, a pencilled notation. Do you know who 
made that ? 
_ The Witness: Our credit department. There was 
an error in addition. 
Mv. Griffin: There was an error in addition? 
| The Witness: Yes, sir. 


2680 Hans Forster vs. 


(Testimony of Frank B. Donaldson.) 
Mr. Griffin: Now, attached to the statement 


nS 


‘Strikketmiee 1s % 


Well, the third sheet, Puyallup Creamery Com- 
pany, Profit and Loss Statement, fourth sheet Ren- 
ton Ice and Ice Cream Company balance sheet, and 
the last sheet, Renton Ice and Iee Cream Company 
Profit and Loss Statement. 

On the first statement of the Renton Ice and Ice 
Cream Company are certain words in pencil. Do 
you know whether they were placed on there at the 
bank? 

The Witness: They undoubtedly are bank mark- 
ings. 

Mr. Griffin: Thank you. 

The Witness: Yes. 

Myr. Griffin: No objection. 

Mr. LeSourd: No questions. 

The Court: Exhibit 121 for identification may 
be admitted. 

(Plaintiff’s Exhibit 121 admitted in evi 
dence. ) 

Q. (By Mr. Maxwell): Now, I am handing you 
Exhibit 122, Mr. Donaldson. [92] 

Can you state what that exhibit is? 

A. This is a financial statement headed Hans 
Forster; the statement dated December 31, 1948. 

Q. Do you know from whom the bank received 
this statement ? A. No, sir. 

@. Was it handed to you personally? 

A. I do not believe so. 
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(Testimony of Frank B. Donaldson.) 

Q@. Can you state whether or not that is the sig- 
mature of Hans Forster? 

A. hat is the signature of Mr. Hans Forster, 

Q. I notice there are some pencilled notations 
} on the document. 

Can you state who put those notations on the 
document ? 

A. It would appear to be our credit department. 

Mr. Maxwell: At this time, the Government will 
oifer Exhibit 122 into evidence. 

My. Griffin: These notations—May I inquire if 
the Court please ? 

) he Court: You may. 

Myr. Griffin: With reference to Exhibit 122, these 
notations show no mistake in addition? 

The Witness: No, sir; that is merely for our 
1[93] eredit department in breaking up the assets 
and that is a total of current assets segregating 
it from the total assets. It is merely used for the 
‘spread sheet that was submitted as evidence. 

My. Griffin: By the “spread sheet”, you mean? 
The Witness: The bank record. I have forgotten 
bie number. The onc here. 

Mi. Maxwell: No. 129. 

he Witness: 129. 

My. Griffin: 129 for identification. 

I think—with reference to the figure on here, 
which you say is referred to in the spread sheet for 
quick addition, quick asscts, cash and United States 
Bonds would be quick assets, wouldn't it? 

Mr. Maxwell: If your Honor please, this appears 


J 


— — ee ae 
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(Testimony of Frank B. Donaldson.) 
to me to be matters to be brought out on cross- 
examination. 

The Court: Objection sustained. 

Mr. Griffin: I appreciate your Honor’s ruling. 
towever, I would like, if I may, to show the exhibit 
to the witness because I am not trying to impeach 
him. I think, if he examines the figures, he will find 
that they are not just what he suggested at all. 

The Court: You may let him view it again, if 
you wish. 

Mr. Griffin: He didn’t have it before him when 
[94] he answered. It is these figures here. The total 
of this interest here. See? Those last two items, 
is all. 

The Witness: That is right. I would have to take 
that statement back. It is not the quick assets. 

Mr. Griffin: Thank you. I have no objection. 

Mr. LeSourd: I have no objection to this ex- 
hibit, your Honor. It is understood that the pen- 
eilled notations on these exhibits that are going in 
now are the notations of the bank and not properly 
a part of the exhibit as offered. 

Mr. Maxwell: No, that is correct, although they 
are offered as bank records, your Honor. 

The Court: I think the record shows that the 
pencilled notations are made by the bank and not 
figures made by Mr. Forster. 

Mr. LeSourd: Yes, thank you. 

The Court: No objection to the exhibit 

Mr. Maxwell: (Interposing) Pardon me, your 
Honor. I think Mr. Keesling is still examining it. 
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(Testimony of Frank B. Donaldson.) 

Mr. Keesling: I have no objection. 

Mr. Maxwell: You have no objection? 

The Court: No objection? Exhibit 122 for iden- 
tification may be admitted. 

(Plaintiff’s Exhibit 122 admitted in evi- 
dence.) [95] 

Q. (By Mr. Maxwell): Mr. Donaldson, I have 
| handed you No. 123. I wonder if you can identify 
that document, please ? 

A. This is a financial statement headed Hans 
Forster, as of February 29, 1948. 

_ Q. And does it have Mr. Forster’s signature on 
it, likewise ? 

A. It does have Hans Forster’s signature. 

Q. Can you state who—from whom the bank 
received that document? 

A. This particular statement was received by 
| the writer. 
| Q. By whom? A» By myself. 

Q. By you? A. Exeuse me; by myself. 

Q. And when was that received, sir? 

A. It would appear to have been May 4, 1948. 

Mr. LeSourd: Did you say it would appear to 
have been? I will ask that the answer be stricken, 
if your Honor please. 

Q. (By Mr. Maxwell): Can you state the date 
upon which you received that, if you know? 

A. The only answer I can give is that there is 
a date on here by the Credit Department, which 
normally [96] is the date we do receive them. It is 
not my notation. 
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(Testimony of Frank B. Donaldson.) 

Q. What date is that, sir? A. May 4, 1948. 

Q. On this sheet there likewise appears to be 
pencilled notations ? A. Correct. 

Q. Can you state who made those notations? 

A. Our Credit Department. 

Q. And they were not on the document when 
you received it? A. No. 

Mr. Maxwell: At this time, I will offer Exhibit 
123 into evidence. 

Mr. Griffin: May I inquire? 

The Court: Yes. 

My. Griffin: From whom did you receive Exhibit 
123? 

Mr. Maxwell: Your Honor, that has been asked 
and answered. 

The Court: I think he said he received it, but 
not from whom. ' 

Mr. Maxwell: I am sorry. 

The Witness: As I recall, I received it from 
Mr. Forster. 

Mr. Griffin: No objection. [97] 

Mr. LeSourd: No objection, your Honor, with 
the same understanding with regard to the pencilled 
notations. 

The Court: The record may so show. 

Mr. Keesling: No objection. 

The Court: Exhibit 123 for identification may be 
admitted. 

(Plaintiff’s Exhibit No. 123 admitted in evi- 
dence.) 

Q@. (By Mr. Maxwell): Mr. Donaldson, I have 
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(Testimony of Frank B. Donaldson.) 
handed you Exhibit 124 for identification. Can you 
identify that document, please, sir? 

A. It is a financial statement of Hans Forster 
as of March 31, 1947. 

Q. And does it likewise contain the signature of 
Mr. Forster? A. It does. 

Q. Can you state from whom your bank received 
that document ? 

A. The document received in the bank by Mr. 
Strack, from Mr. Forster and Mr. Taylor. 

Q. Does that sheet likewise have pencilled nota- 
tions on it? A. There are a few, ves. [98] 

Q. And can you state when those pencilled nota- 
tions were made, and by whom? 

A. They would have been made by our Bank 
Credit Department. 

Q. When was this sheet received by Mr. Strack? 

A. I beheve on May 24, 1947. 

Q. This lhkewise contains the list of assets and 
hist of hahilities and net worth of Hans Forster? 

A. Correct. 

My. Maxwell: I offer Exhibit 124 into evidence. 

Mr. LeSourd: Your Honor, while Counsel is ex- 
amining the document, may I ask the witness some 
anestions on voir dire? 

ihe Court: You may. 

Mr. LeSourd: Mr. Donaldson, in saying that Mr. 
Strack received this statement from Mr. Forster 
and Mr. Tavlor, were vou speaking from certain 
notations in some document that you were examin- 
ing at the time? 
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(Testimony of Frank B. Donaldson.) 

The Witness: Yes, sir, and I was called into this 
conference at the time, but it was delivered actually 
to Mr. Strack. 

Mr. LeSourd: May I see the notations, please? 

The Court: This has reference to Exhibit 124 
for identification ? 

Mr. LeSourd: That is right, your Honor. [99] 

Mr. Maxwell: Your Honor, I would like—— 

Mr. LeSourd: (Interposing) Excuse me. 

Mr. Maxwell: (Continuing) Your Honor, I 
would like at this time to have the documents that 
Mr. LeSourd has been examining marked for iden- 
tification. 

The Court: They may be. I understand they 
are notes. 

The Witness: They are part of the file. 

Mr. LeSourd: Counsel wants just the ones for 
this particular day’s conversation, or more than 
that? 

Mr. Maxwell: Just for that day. 

T think it is continued over here. 

Mr. LeSourd: It is, that is right. 

The Clerk: Plaintiff’s Exhibit No. 130 marked 
for identification. 

(Piaintiff’s Exhibit No. 180 marked for iden- 
tification.) 

The Court: Now, the question pending is on the 
offer on 124. 

Mr. LeSourd: J was examining on voir dire and 
had not completed. 

Mr. Maxwell: T am sorry. 
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(Testimony of Frank B. Donaldson.) 

Mr. LeSourd: Referring to the notations in your 
eredit file, what do you call these notations, Mr. 
Donaldson? [100] 

The Witness: They are comments made in our 
eredit file after an interview with the customer hy 
the officer who normally sits in on the interview. 

Mr. LeSourd: Yes, and the particular comment 
on the day May 24, 1947, in what is now marked 
for identification as Exhibit 130 bears the initials, 
aenotice, ““P.A.S.”’ 

hes Witness: That is Mr. Phillip A. Stack, the 
Chairman of our Executive Committee. 

Mr. LeSourd: And I notice—may T ask vou to 
examine this again and tel] me whether there is any 
direct statement as to who handed the financial 
statement to Mr. Strack other than merely a state- 
ment that Mr. Forster and Mr. Taylor were confer- 
ring with him at the time? 

Mr. Maxwell: Your Honor, is this proper voir 


dire? 


The Court: If you object, the Court will sustain 
the objection. Now, the question is: Have you any 


_ further questions? 


: 
: 


Mr. LeSourd: Not on voir dire. 

The Court: Any objections to the exhibit? 

Mr. Griffin: No objection. 

Mr. LeSourd: We are talking about 124, your 
Honor? 

The Court: That is correct. 

Mr. Keesling: No objection to 124. [101] 

Vhe Court: 124 may he admitted. 
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(Testimony of Frank B. Donaldson.) 
(Plaintiff’s Exhibit No. 124 admitted in evi- 
dence. ) 

Q. (By Mr. Maxwell): Mr. Donaldson, Exhibit 
for Identification No. 130 was prepared subsequent 
to the—rather, a sheet similar to Exhibit 130, those 
are prepared subsequent to a conference or talk 
with customers of the bank as a memorandum of 
what occurred on that occasion, is that correct? 

A. That is correct. 

Q. Now, the initials at the end of each para- 
eraph, those are the initials of the person who dic- 
tated the memorandum to the stenographer ? 

A. Correct. 

Q. I have also handed to you, Mr. Donaldson, 
Exhibit No. 125. Can you state what that document 
is, please? 

A. This is a financial statement of Hans Forster 
dated September 30, 1945. 

Q. And is it signed, likewise, by Mr. Forster? 

A. It is stgned bv Mr. Forster. 

Q. That date is December 31], is it not? 

A. Exeuse me. This is dated September 30. Did 
T savy Decemher? [102] 

Q. September 30th? 

September 30, 1945. 


Q). And that is likewise signed by Mr. Forster? 

ae UVhatais*rieit 

Q. Does it contain pencilled notations, hkewise? 

A. Correct. 

@. And by whom are those pencilled notations 
entered ? A. By our bank credit denartment. 
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(Testimony of Frank 1. Donaldson.) 
Q. Subsequent to the time the bank received the 


document ? A. That is right. 
| Q. From whom did the bank receive this docn- 
ment ? A. I cannot answer. 


Vhe Court: You mean you do not know? 

The Witness: Iixcuse me. I do not know. 

Q. (By Mr. Maxwell): Do you know when it 
| was reeeived by the Bank? 
| A. This particular statement bears no informa- 
: tion on that, on the date received. 
| Q. Can you state the approximate date by which 


i was received in the bank in view of its relative 
position in your files? 
A. No, sir, I cannot answer that one. 
Q. Now, I have handed you Exhibit No. 126. 
Mr. Maxwell: Strike that. 
| At this time, I will offer No. 125 in evidence. 
Mr. Griffin: No objection. 
| Mr. LeSourd: No objection. 
Mr. Keeshng: No objection. 
The Court: Exhibit No. 125 for identification 
| may be admitted. 
{ (Plaintiff’s Exhibit No. 125 admitted in evi- 
denee.) [104] 


 * ee He ¥ 


| Q. Now. Mr. Donaldson, I have handed to you 


Exhibits 121 to 125. Those exhibits are financial 
|statements of Hans Forster at the end of the year 
/1949 and at the end of the year 1948, and February 
29, 1948, on Mareh 31. 1947, and on September 30, 

1945. 


' | 
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Did you discuss any of those net worth statements 
with Mr. Forster? [132] 

A. It is a normal procedure to discuss state- 
ments with your borrowers as presented. 

Q. Did you discuss each of these statements with 


Mr. Forster? A. That I cannot answer. 
Q. Did you discuss any of these statements with 
Mr. Forster? A. Undoubtedly, I have. 


Q. Which of the statements to your knowledge 
did you discuss with Mr. Forster ? 

A. Sir, I replied before I could not take each 
instrument in itself and be positive as to the state- 
ment in itself as to a discussion at each time. 

Q. Do you have documents from which you can 
refresh your memory in that regard? 

A. Specifically referring to each statement? 

Q. Yes, sir. 
(Whereupon, there was a long pause.) 

A. On the December 31, 1949, statement—— 

Q. (Interposing) That is Exhibit No. 121? 

A. 121, and on the March 31, 1947, which is Ex- 
hibit 124—tthose are the only two that I ean post- 
tively identify as having discussed the financial 
statements. [133] 
os SS RAR SS RY 

Q. (By Mr. Maxwell): Now, Mr. Donaldson, 
I believe that you stated that you discussed Exhibit 
No. 121, the 1949 financial statement of Hans For- 
ster with Hans Forster? 

The Court: Referring to 121? 

My. Maxwell: Exhibit 121, yes, sir. 
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(Testimony of Frank B. Donaldson.) 
Q. (By Mr. Maxwell continuing): Is that cor- 


rect? A. That is ¢orrecet. 
| Q. When did you have that discussion with Mr. 
Forster? A. On April 6th, 1950. [186] 


The statements were discussed with L. Hicks Tay- 
lor and Hans Forster. 
Was there anyone else present? 
Our Mr. Strack. 
Who is Mr. Strack? 
Philip A. Strack, Chairman of our Execu- 
tive Committee. 

©. What bank? 

| A. The Peoples National Bank. 
| Q. Did you at that time discuss any of the pre- 
| vious financial statements which had been submitted 
| by Mr. Forster? I believe those are Exhibits Nos. 
422 to 128. I will hand those to you, if you would 
| like to have those documents. 
: A. I do not believe we referred to previous state- 
ments at that time. 


>OPOS 


Q. Did you have the previous statements avail- 
able during that discussion ? 

A. They were not present at the interview. 

Q. What was the oceasion for the discussion ? 

A. Simply to review the financial statements as 
of December 31, 1949, 
Q. What was the purpose of the discussion? 

A. (Continuing with preceding answer) and 
to attempt to satisfy the National Bank Examiners 
by [137] completing a statement, as they eall it, 


| 
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in the name of Hans Forster, showing his assets 
and liabilities combined. 

@. Now, I believe that you are referring to our 
Exhibit No. 121, is that right? A. No, sim 

Q. What exhibit are you referring to? What 
financial statement are you referring to? 

A. It was a statement completed by the writer 
during 1850 combining the exhibit 121 of December 
31, 1949, with his heme, and other assets which were 
not part and pareel with this particular statement. 

@. Do vou have that statement? 

A. (Witness hands document to counsel.) 

Q. Is that the statement to which vou have ref- 
erence? 

A. No, sir. It was the statement completed. The 
figures as appeared on Exhibit 129 was the break- 
down after the statement was taken. 

Q. I see. Do you have then a statement that 
you prepared ? 

A. Iam trying to find it, sir. It should be here 
somewhere. 

The Court: You used the words ‘prepared by 
the writer.’’ You mean prepared by yourself? 

The Witness: Prepared by myself, yes, sir. [138] 
I keep referring to credit files. 

Mr. Maxwell: While the witness is examining 
his files, I wonder if we might have permission to 
pass exhibits 132 and 133 to the J ury? 

The Court: You may. 

(Whereupon, exhibits were handed to the 
Sailiff and then to the Jurors.) 
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The Witness: J have it here, sir. It was in the 
wrong file. 

Mr. Maxwell: [ see you have a memorandum at- 
tached to that. If you would detach the memoran- 
dum. 


(Whereupon, the witness separated papers 
and returned papers to counsel.) 


Mr. Maxwell: T ask that this document, denomi- 
nated at the top, ‘“‘Financial Statement of Hans 
Forster as of date 12-31-49”’ he marked as Govern- 
ment’s Exhihit next in order, marked for identifi- 
eation. 

The Clerk: Plaintiff’s Exhibit 134 marked for 
identification. 


(Plaintiff’s Exhibit 134 marked for identifi- 
cation.) 


0. (By Mr. Maxwell): I have handed you, Mr. 
Donaldson, Exhibit No. 134. T will ask von to iden- 
miy that document, if vou can, sir. [139] 

A. This is a financial statement for Hans For- 
ster, as of December 31, 1949, which was prepared 
by myself and signed by Hans Forster. 

Q. When was that statement prepared, sir? 

A. On April 6th, 1950. 

©: April 6th, 1950? A. Right. 

_ Q. Where did you secure the information to 
»make this statement? 

A. In my interview with Mr. Forster. 

Q. Secured it from Mr. Forster? 

A. Correct. 
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Mr. Maxwell: We will offer Exhibit 184 into 
evidence at this time. 

Mr. Griffin: No objection. 

Mr. Keesling: No objection. 

Mr. LeSourd: No objection. 

The Court: Exhibit 134 for identification may be 
admitted. 

(Plaintiff’s Exhibit 184 admitted in evidence.) 

Mr. Maxwell: Your Honor, at this time, I would 
like permission to pass this document to the Jury. 
T would like to adduce further testimony with re- 
spect to it, however, and ask that proceedings be 
suspended until [140] examination of the document 
is had. 

The Court: Do you wish to pass it at this time? 

Mr. Maxwell: Yes, your Honor. 

(Whereupon, document was passed to the 
Jurors.) 

The Court: Have you any matters that could be 
marked, or anything like that, with this witness? 

Mr. Maxwell: No, your Honor; I have not. 

Q. (By Mr. Maxwell): Do you have Exhibit 
No. 121% A. Yes, sir; 121 and 124. 

Mr. Maxwell: May I have both of them? 

(Whereupon, documents were handed to 
counsel hy the witness.) 

Mr. Maxwell: Also, your Honor, I would like t@ 
request permission to show exhibits Nos. 121, 124 
122, 125, 127, 123, 128, and 126 to the Jury, at Thm 
time, being financial statements. 

The Court: Those have all been admitted? 
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Mr. Maxwell: Yes, sir. 
me Lhe Court: You may: 

(Whereupon, exhibits were handed to the 
Jurors. ) 
(Whereupon, there was a long pause.) 

The Court: There should he some of those that 
you are not using. If the Bailiff would take one 
and [141] start with alternate No. 1, so that we can 
save a little time, if there are some that have more 
than one. I am suggesting that you sort of divide 
| these so that they come down the one way and if 
; two can look at one at the same time, we may save 
| a little time. 
| (Whereupon, there was a long pause.) 
| The Court: Whenever all jurors have seen one 
‘exhibit, if you will hand it to the Bailiff. 
| (Whereupon, there was a long pause.) 

The Court: I am going to suggest, most of you 
Jurors have seen some of the exhibits, have vou 
not? I am going to suggest, Mr. Maxwell, that you 
proceed, and the rest of you can look at them, if 
you wish, while listening to the testimony. 

Mr. Maxwell: Your Honor, may I request the 

examination be delayed until I get Exhibit 121? 
That has not been returned yet. 
| The Court: 121, is that the one you have, Mrs. 
| Bailey? 

Juror Number Eight: This is 121, your Honor. 

The Court: You may continue to observe it. 
(Whereupon, there was a brief pause.) [142] 

Q. (By Mr. Maxwell): Mr. Donaldson, T nave 
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handed you Exhibits No. 121, the net worth state- 
ment of Hans Forster at the end of December 31, 
1949, Exhibit 124, the net worth statement of Hans 
Forster as of March 31, 1947, and No. 134, which 
you have stated to be the net worth statement of 
Hans Forster as of December 31, 1949, which you 
prepared. A. Right. 

@. Now, you have mentioned discussion with Mr. 
Forster during which this document was prepared 
on April 6, 1950. 

Where did that discussion take place? 

A. In the Peoples National Bank. 

Q. Can you specify the place a little closer; in 
your office, perhaps? 

A. In my offiee, my desk. 

@. What time of the day was this? 

A. TI do not know, sir. I do not recall. 

G. Now, you have stated that you prepared Ex- 
hihtt 134 during that conference, is that right? 

A, “Fhatisscornect. 

©. Now, what documents in addition to Exhibit 
134--to what doeuments did you refer during your 
dicenssion at that time? 

A. To Exhibit No. 121. [143] 

Q@. Exhibit No. 121, which is what? 

A. The financial statement as of December 3] 
1949. showing Mr. Forster’s investment, or net 
worth, in his various enterprises. 

@. When did the bank receive that document? 

A. The statement is not so marked. 
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| Q. Well, did the bank receive that prior to April 
| 6th, 1950? A. Apparently so, yes. 
Q. And you had that available at that time? 
ee Phat is n_ght. 
Q@. It was already in your file? 
om ‘imbas*correct. 
Q. Were there any other documents to which 
| you had reference during that conference? 
: A. I do not believe so. 

@. Did you not refer to the earlier net worth 
sstatements, 122 to 128, inclusive ? 

A. Not at that particular time, no, sir. 

Q. Referring to Exhibit 134, the net worth state- 

ment which you prepared, does that contain Hans 

| Forster's signature ? A. “Tt does: 
Q. Did he sign that document in your presence ? 
A. Yes, sir. [144] 
Q. When was that signed? 
me On April 6th, 1950. 
Q 
A 


At the termination of your discussion ? 
Well, during the discussion. 
Q. To what extent did Mr. Tavlor participate 
in the diseussion, if at all? 
A. On this particular statement? 
. Q. Yes, sir. 
j A. Neo discussion at this time. 
QQ. You stated he was present? 
| A. Prior to this particular statement heing com- 
‘pleted, if I stated so, it is incorrect. At the time 
this particular document, 134, was prepared by me, 
Vaylor was not present. 


Me. 


i 
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Q. He was not present? A. No, sir. 

Q. Now, you have, previous to this time, stated 
Mr. Taylor was present on April 6th, 1950. It is 
my understanding now he was not present at that 
discussion, is that correct? 

A. When this statement was prepared, he was 
not present at my desk, no. 

@. Well, was he present at your bank in com- 
pany with Mr. Forster on April 6th, 1950, regard- 
less of the preparation of that document? [145] 

Mr. LeSourd: I will object to the form of that 
question. I think what counsel means is at some 
time other than the preparation of this document, 

Mr. Maxwell: I believe that was my question. 

Mr. LeSourd: You said ‘‘regardless.” 

The Court: Do you wish to restate the question ‘ 

Mr. Maxwell: Yes, your Honor. 

Q. (By Mr. Maxwell continuing): On anothe! 
occasion on April 6, 1950, was Mr. Taylor present’ 

A. Yes, when Document 121 was delivered to 
the bank, he would be with Mr. Forster at that time. 

Q. That, you stated, was prior to April 6th 
1950? A. That is correct. 

Q. Was Mr. Taylor present at the bank at all 
at any time on April 6th, 1950? 

A. Ido not believe so. 

Q. Now, is there a difference between Exhibit 
No. 134, the net worth statement which you pre 
pared, and Exhibit No. 121, the 1949 financial state 
ment which was delivered to the bank? 

A. Yes, sir. 


: 
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Q. What is that difference? 

A. Do you want it in even dollay amounts? 

Q. I wish what differences there are. 1 wish 
you would state what they are. 

A. Well, the financial statement as submitted, 
the typed one, is Exhibit No. 121 as of December 
31, 1949, and shows his net worth of $781,761.72. 

The one prepared by myself, Exhibit No. 134, as 
of December 31, 1949, shows a net worth of $968,- 
830.88. 

Q. Then there must be some difference, Mr. Don- 
aldson, in the items making up the totals that you 


| have there? A. That is correct. 


Q. What items are different, or have been 
ehanged or added or subtracted ? 

A. In addition to the items as appearing in Ex- 
Iuhit No. 121, there is real estate consisting of his 
home and a farm valued at $44,000: some United 
States Government Bonds, fiftv thousand, and eash 


wom hand or in banks. $87.000? * * * * * [147] 


Q. What are the total assets of Hans Forster 
shown on Exhibit 134, the item which you prepared, 
the net worth statement which vou prepared ? 

A. Will vou repeat the question. please ? 

Q. What is the total of the assets as shown on 
Exhibit 13-4. which is the net worth statement which 
you prepared? [155] KN. S86GSsnes. > * eae 

Cross Examination + oS ee 

Q. (By Mr. Griffin continuing): Mr. Donald- 

son, when you made inquiry of Mr. Forster as to 
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his financial affairs on these statements, as, for ex- 
ample, 121, 122, 123, and 124, did he not generally 
say he didn’t know anything about them and refer 
you to Hicks Taylor? 

A. He was always anxious to have Mr. Taylor 
along [186] with him to assist him in discussing 
the statements. 

Mr. Maxwell: May it please the Court, I ask 
that the witness be directed to answer the question. 

Myr. LeSourd: I move to strike on the grounds 
not responsive. 

The Court: The question, whether it is respon- 
sive or not, is for the Jury. I don’t think it should 
be stricken. If he can give a more specific answer, 
he should do so. 

Q. (By Mr. Griffin): Will you give any detail 
you can, any answers that are specific? 

Mr. Maxwell: May I ask that the question be 
repeated ? 

(Whereupon, second preceding question was 
read by the reporter.) 

The Court: That is the question; now the an- 
swer. 

(Whereupon, preceding answer was read by 
the reporter.) 

The Witness: I believe that is too general a 
statement for me to attempt to answer. 

Q. (By Mr. Griffin continuing): Would you say 
what the conversation was? [187] 

A. There have been times 

Mr. LeSourd: (Interposing) Just a moment. 
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Which conversation? T will object to that question, 
heeause it deals apparently with four separate con- 
versations with four separate financial statements. 

Mr. Griffin: Tf the Court please 

The Court: (Interposing) As IT understand 

Mr. Griffin: (Continuing) If the Court please, 
may I make a statement first, just for a moment? 
T don’t assume that any counsel at the defense table 
can object to any question asked by Counsel. That 
is the burden of the Government in this case. Un- 
fortunately, we are defending an entire case with 
three defendants, but I don’t presume for a moment 
that I can object to any questions that Mr. LeSourd 
asks any Government witness in this matter. If T 
ean, I am perfectly happy to do it, but this is the 
Government’s case, and T am on cross-examination 
of the Government’s witness. 

Mr. LeSourd: If your Honor please, as long as 
Mr. Griffin raised that question, IT move the Court 
that the various Defendants in this ease, in view 
of the conflict of interest that is evident, be per- 
mitted to object to questions asked by counsel for 
the other defendants, and be permitted to cross- 
examine the witnesses of the other [188] defend- 
ants. 

Mr. Moriarty: The Government has no objee- 
tion. 

The Court: Well, cross-examination, I take it, 
may be only permitted in that instance if there is 


some antagonism on the part of the witness. In 


other words, if the witness is an unfriendly witness. 


2702 Hans Forster vs. 


(Testimony of Frank B. Donaldson.) 

Mr. LeSourd: Well, no, I am not claiming that 
at all, your Honor, but since the Defendants have 
adverse interests, we have the right to see that the 
questions are properly put, and the evidence is 
brought out in an orderly way, so that we can 
object. 

The Court: Well, it would seem to me in those 
instances where the evidence may have some par- 
ticular bearing on the particular defendant—— 

Mr. LeSourd: (Interposing) Yes, which it may. 

The Court: (Continuing) it sounds reason- 
able that that might be permitted, and I would say 
however, I don’t think that, generally speaking, that 
objections ean be made in that fashion, and that 
more or less of a relationship to the particular ques- 
tion would have to appear. 

Mr. LeSourd: If your Honor please, I am not 
prone to make objections in the trial of a lawsuit 
and have refrained, end will to do so, but I want 
to protect the rights of my client where we are op- 
posed by another [189] defendant in this case as 
much as the Government. 

The Court: Well. the Court, in announeing its 
ruling. will nermit it, but does not therehy indicate 
that all ovestions on eross-examination by defend- 
ants will he sihject to ohjection by other defend- 
ants: hit vou mav, as vou see fit, make objections 
and the Court will rule on them. 

Mr. LeSourd: Very well. 

The Court: As to the particular question here, 
as I understand it, the issue involved is not a par- 
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ticular conversation; rather, it is the nature of con- 
versations over a period of time, and, therefore, I 
think the very nature of it cannot call for the same 
specific answers, and, therefore, the Court would 
overrule the objection, and, of course, on your ex- 
amination, if it becomes necessary to go further 
than ordinarily you might go in your examination, 
you may do so. 

Mr. LeSourd: Very well. [190] 

Go ee Me as 3} 

Q. (By Mr. Griffin continuing): That would be 
when you would inquire, sir, of Hans Forster as to 
the content, or some question in regard to the finan- 
eial statements referred to in, as for example, Ex- 
hibits 121 to 125. [191] 

A. We would depend upon Myr. Taylor explain- 
ing and deseribing the different items in the finan- 
cial statement. We relied upon him very, very much 
on financial statements. 

@. Did you, during these years, and I think vou 
have said that when you make this review over the 
week-end, that you will find that Mr. Forster and 
Mr. Taylor were in the bank many times together? 

Ait is quite a number of times, ‘yes, ‘sit: 

Q. Did you find during these years of this ac- 
quaintanceship with Mr. Forster that he was able 
to even read a financial statement? By reading, I 
mean to understand. 

A. I do not believe he understood a financial 
statement really, no. 

Q. Now, the financial statements, and using 122 
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for example, bears the name, the signature, Hans 
Forster. What was the purpose in having the state- 
ment signed by Mr. Forster from the bank’s stand- 
point? 

A. It is required from banking procedure to 
have all statements submitted to be signed, and the 
National Bank Examiners also require that state- 
ments be signed. 

Mr. Griffin: 121, I wonder if you have that? 

(Whereupon, the clerk handed an exhibit to 
Mr. Griffin.) [192] 

Mr. Griffin: Thank you. 

Q. (By Mr. Griffin): Now, Exhibit 121 is the 
Hans Forster financial statement, December 31, 
1949. The Jury, I think, have examined both this 
statement and 129. 

Mr. Griffin: is that correct? 

Mr. Maxwell: 129 was prepared by the bank. 

Mr. Griffin: Yes. 

Mr. Maxwell: Yes. it is not in evidence. 

Mr. Griff: Then 134. There is another financial 
statement. I have it. I have it here. 

Q. (By Mr. Griffin continuing): Now, I believe 
that the Jury have examined briefly Exhibit 121, 
which is the Hans Forster financial statement, De- 
eember 31, 1949, and Exhibit 134, which is the finan- 
cial statement that you made from the financial 
statement; is that correct? 

A. That is correct. 

Q. Now, when—I think you will have to have 
this in front of you to follow me. When Exhibit 121 
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came into your possession, it showed, did it not, in 
the form it came in, total assets $681,761.68? 

ae Wat is*correct, 62. 

Q. 62% A. Thiathas Commect|Migs | 

Q. Actually, the physical computation of the 
items—if I may have it for a moment—this is the 
figure $681,761.62—actually, the actual addition of 
those items in that statement is off $100,000? 

A. ‘Twenty cents. 

@. (Continuing) ‘Twenty cents, isn’t it; is that 
correct ? Ay That is correct. 

Q. So that the actual assets shown on this state- 
ment, Exhibit 121, is $781,761.72 rather than $681,- 
000 ? A. That is correct. 

@. That difference, you, of course, picked up in 
your preparation of Exhibit 134? 

A. That is correct. 

@. To your knowledge, did My. Forster ever pre- 
pare, himself, any one of these statements? 

A. Not to the best of my knowledge. 

Q. And, to the best of your knowledge, who did 
prepare them? 

A. We assumed that Mr. Tavlor prepared all 
statements. 

Q. Then, in Exhibit—in preparing Exhibit 134, 
you also—i34, was it prepared—prepared by you? 

A. That is correct. [194] 

Q. Signed by Mr. Forster; this is April 6, 1950, 
and it shows total assets column $968,830.88 rather 
than this six hundred thousand dollars and some- 
thing; so that to reach that, vou added. if T under- 
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stand your testimony, this error in addition of one 
hundred thousand dollars and ten or twenty cents? 
That is correct. 
You added his home? A. Yes. 
And contiguous property ? 
That is right. 
And the farm ? A. That is right. 
And certain cash in savings accounts? 
That is correct. 
Now, in reaching a statement for Hans For- 
ster did you from time to time have to review the 
statements of his various enterprises ? 

A. Did we have occasion to review them from 
time to time? 


OPooboeo>r 


Q. Yes. A. Yes, sir. 

Q. That would include, would it, Issaquah Dairy ; 
right ? A. Correct. [195] 

Q. Alpine—— 

A. (Interposing) Issaquah Creamery. 

@. Issaquah Creamery ? A. Yes. 

Q. I can’t even keep them straight. Alpine 
Dairy ? A. Yes, sir. 

Q. Alpine Ice Cream? As Yas, eit 

Q. Perhaps Daisy Ice Cream at one time? 

A. At one time. 

Q. Arctic Farms, is it? 

A. Arctic Gardens. 

@. And perhaps Simonson and Forster ? 

a. Yess sir 

Q. In Renton Ice Cream and, incidental to that, 


some other concern down there? 
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Ae Tiaters tight. 

Q. And Puyallup Creamery and something down 
there? my Yes. 

Q. Iinstad? A. Finstad and Utgard. 

@. And, to reach any true evaluation 

Mr rCRiitine: Strike that. [196] 

Q. (By Mr. Griffin continuing): Would von find 
conditions that at times in reviewing these state- 
ments—of course, the statements of, let us say, 
Issaquah Creamery—that is a corporation—would 
be entirely separate from the individual? 

Ae ‘Matis correct. 

Q. Would you find oceasions where Issaquah 
Creamery might be substantially indebted to Alpine, 
or Alpine to Issaquah ? & Thatwsstioit 

@. And to determine just what the assets, actual 
assets, of Mr. Forster individually were, of course, 
when you dealt with the Issaquah Creamery you 
were dealing with stock of a corporation that he 
owned, is that right? 

A. That is correct. 

@. And with Alpine, it was an individual; that 
was Mr. Forster? A. That is right. 

Q. But with some others, it was joint enterprise 
on stock. Now, if Issaquah Creamery—and Mr. 
Forster owned all the stock in that—did he not? 

A. It is my understanding, exeept possibly 
qualifying shares. 

Q. Qualifying shares, but if the statement of— 
[197] financial statement of Issaquah Creamery 
showed an indebtedness to either Alpine or to Mr. 
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Forster, and if Alpine in turn showed an indebted- 
ness to another corporation of which Mr. Forster 
owned 100 per cent or 60 per cent of the stock, or 
whatever it may be, you had to pull out those ac- 
counts between these various enterprises to cut 
down the actual assets and values, didn’t you? 

A. We would eliminate 

Mr. Moriarty: (Interposing) Just a moment. 

A. (Continuing) inter-company accounts. 

Mr. Moriarty: Just a moment, if your Honor 
please. I object to that, your Honor, as not ma- 
terial here what the witness did, if it shows some- 
where that Mr. Forster or Mr. Taylor had knowl- 
edge of this practice. 

The Court: Objection overruled. 

Q. (By Mr. Griffin): You did that? 

A. We did in our own analysis of analyzing the 
credit. 

Q. For example, if Issaquah Creamery—if Al- 
pine owed Issaquah Creamery fifty thousand dol- 
lars, that was a liability of Alpine, and an asset 
of Issaquah ? A. Thatas mightotPige] 

Q. But, inasmuch as Mr. Forster owned 100 per 
cent of the stock of Issaquah and was the sole 
proprietor of Alpine, it washed itself off as an asset 
one way or another, didn’t it? 

A. We traded in that manner, yes, sir. 

Q. Did you find in your dealings with Mr. For- 
ster that he had even any comprehension of those 
kind of matters in his various enterprises ? 

A. I do not believe he did. 


Umted States of America 2709 


(Testimony of Frank B. Donaldson.) 

Q. Do you know upon whoin he depended for his 
all of his accounting advice ? 

A. We believe that he depended upon L. Hicks 
Taylor. 

Q. And did you, as the bank, depend upon L. 
Hicks Taylor representing Forster in those mat- 
ters? 

A. On financial statement matters, yes, sir. 

Q. Now, you were interrogated, you will recall, 
about a loan by the bank to M1. Forster, I believe 
of $150,000, the funds of which he used to buy Gov- 
ernment Bonds which in turn were left with the 
bank as collateral for the loans? 

AoM™Lese sir: 

Q. I will ask you if it was not a general policy 
of the banks of the United States, yourself included, 
by the National Banking System, to make those 
[199] loans to customers in the aid of the Govern- 
ment selling United States Bonds? 

A. They did assist the Government through the 
purchase of these bonds, that is correct. 

The Court: The question was whether it was a 
eustom. Wasn’t that the question ? 

Mr. Griffin: I should have said “practice”, rather 
than “eustom”’, I think. 

GF (ey Mr. Griffin): Is that correet? 

Beeeres, that is tight. 

@. And is it not a fact that vour bank at about 
the time of your loan of $150,000 to Mr. Forster 
loaned $50,000 to L. Hicks Taylor to purchase $50,- 
000 in Government Bonds which the bank in turn 


2710 Hans Forster vs. 


(Testimony of Frank B. Donaldson.) 
held as collateral ? A. That is correct. 

Q. Do you know Mr. Forster received his advice 
to purchase those bonds from L. Hicks Taylor? 

Mr. LeSourd: If you know. 

My. Griffin: My question was: “Do you know?” 

A. It would just be hearsay, so I could not say 
definitely “yes”. * * * * * [200] 

Q. (By Mr. Griffin): Durimg the period of time, 
1945 to 1949, about which you were interrogated by 
counsel, and Mr. Forster and Mr. Taylor being in 
the bank on these matters, I will ask you if it is 
not a fact that you learned at that time of Mr. For- 
ster—learned at that [205] time from Mr. Forster, 
in the presence of L. Hicks Taylor, of that account, 
savings account 198, in the Washington State 
Bank? * ~*~ (206) 

Q. (By My. Griffin): Do you have any date in 
mind in connection with the question I asked? 

A. Yes, sir. 

Q. Can you give about that approximate date? 

A. It would be during 1949, the fall of 1949 as 
I would reeall. 

@. And did you learn at that time about this 
account in the Washington State Bank and that in- 
formation coming to you from Mr. Forster in the 
presence of Mr. Taylor? 

A, ‘The statement was made by Mr. Forster 

The Court: (Interposing) Just a minute. [207] 

Mr. Griffin: The question can be answered “yes” 
or “no”. You can explain, if the Court will permit. 

The Witness: Yes. 
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Q. (By Mr. Griffin): Now, do you want to make 
any further explanation? 

A. There was not a differentiation between sav- 
ings at Washington State Bank or Peoples National 
Bank. It was just a general impression that he had 
this amount of money in the two savings accounts 
which he was willing to put into the building pro- 
eran’ @* * * [208] 


Cross Examination 

Q. (By Mr. LeSourd): Yes, thank you. 

Now, with regard to the conversations in the fall 
of 1949, Mr. Donaldson, where you said something 
about a general impression that Mr. Forster had 
money in the savings account, I simply want to get 
the facts straightened out as I believe it is the fact 
that you told me a day or so ago that, to the best 
of your recollection, there had been no discussion 
of the savings account at a time when Mr. Taylor 
was present; wasn’t that right? 

A. No, sir; you asked me if I had—if I knew 
if Mr. Taylor had any access to our conditions of 
applying to the savings account in our bank. 

Q. I see; well, I must have misunderstood you 
then at the time. 

Now, you state that it was a general impression 
that Mr. Forster had this money in these two sav- 
ings accounts. You are speaking of the unpression 
you gained at the time? 

A. He made the statement. [220] 

Q. Mr. Forster? 
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A. Mr. Forster made the statement that he had 
savings in Issaquah and in our bank, at Peoples 
Wational Bank of Washington, which he would use 
to put the necessary financing together, along with 
his Government bonds, if necessary, on the new 
building for the Alpine Ice Cream Company. [221] 
Cy ee 

Q. However, speaking of Mr. Forster’s personal 
assets now, as distinguished from the business as- 
sets [235] when on April 6, 1950, you made up Ex- 
hibit 184, which contains Mr. Forster’s personal as- 
sets as well as his business assets, the figures on the 
personal assets you got from Mr. Forster himself, 
didn’t you? A. That is correct. 

Q. So that Mr. Forster was not relying on Mr. 
Taylor with respect to the figures on his own per- 
sonal assets? 

A. These figures were given to me by Mr. For- 
ster so I am assuming he is the one that would be 
responsible for the figures as given to me at that 
dime  * * [| 236 

@. Yes; did you follow the practice of sending 
to Mr. Forster periodically, I think monthly, state- 
ments as to the status of his various loans and guar- 
antees he had made? A. That is correct. 

@. And those statements were sent to Mr. For- 
ster at Issaquah, were they? 

A. At Issaquah, yes. 

Q. You didn’t send those to Mr. Taylor? 

A. No; no, not to Mr. Taylor. [240] 


a a a 7 
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Q. You testified Friday, T believe, that you 
believed Mr. Forster did not understand financial 
statements. Is that your testimony today? 

A. HExeuse me; I would like to have my testi- 
mony read back, if 1 may, because I believe I added 
some remarks to the fact that he did not. 

Q. Well, supposing you tell us then in that con- 
nection now what your belief is with regard to Mr. 
Forster’s understanding ? 

A. My belief is that he depended entirely—upon 
the different items that made up a financial state- 
inent, he depended upon Mr. Taylor getting those 
facts and figures together for him in statement 
form, and if we at any time asked him as to a com- 
parison between [245] a previous statement and this 
one being submitted that he would have to depend 
upon Hicks Taylor explaining the difference in 
them, whether 1¢ was up or down, or whatever the 
progress might have been. 

Q. In other words, he depended on Mr. Taylor 
to go back to the books and records of his corpora- 
tion that Mr. Taylor had, and explain the differ- 
ence? A. That is correct. 

Q. On the books? A. Titat is correg. 

Q. But now, with regard to Mr. Forster’s own 
understanding, then is it your testimony today that 
Mr. Forster did understand a financial statement 
when he read it? 

A. With Myr. Forster looking at a financial state- 
ment where net worth is shown in figures, I can't 
deny that he should recognize a net worth figure 
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when he would see it. I say, when you turn around 
and break the different items down comprising those 
statements, then he had to have assistance in being 
able to give satisfactory answers as to what the 
items represented. 

Q. But where the net worth statement was 
broken down into various items such as cash, ac- 
counts receivable, accounts payable, inventory, 
equipment, [246] is it your testimony that he 
couldn’t understand those items? 

A. To the extent that he depended upon others 
compiling those figures and giving them to him as 
a completed statement. 

Q. Well, you are speaking now that perhaps he 
would depend on those figures coming from the 
books that were kept as to the amounts involved, 
but I am asking you, Mr. Donaldson, whether in 
your belief, which I think was the word you used 
on Friday, whether Mr. Forster could understand 
the nature of those items that were listed on these 
financial statements ? 

A. He would have to have some knowledge of 
the existence, somehow. 

Q. I am not asking you whether he would have 
to have, but whether in your belief he did have. 

A. Not a complete understanding of his true 
financia! picture, no. 

Mr. LeSourd: May I have 124? 

(Whereupon, document was handed to Mr. 
LeSourd by the Clerk.) 
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Q. (By Mr. LeSourd): Mr. Donaldson, I would 
hke to find out—first, let me ask you this: You be- 
heve—it is your belief then that he did not have 
a complete understanding [247] of the meaning of 
the various items that were listed on the financial 


statement ? A. Not completely. 
Q. Not completely ? &. Nojesix: 


Q. And speaking of that, you were referring to 
the various statements introduced here for his busi- 
ness during these years, were you? 

A. That and others comprising our credit files 
over a period of years. 

Q. But you are referring to this type of financial 
statement ? ww Thatas correct; 

Q. I am anxious to find out just what in your 
belief Mr. Forster did not understand about—com- 
pletely about—these financial statements. I am re- 
ferring to Plaintiff’s Exhibit 124, which is the 
March 3], 1947, financial statement. The first item 
is cash on hand. Did he understand that com- 
pletely ? A. I am assuming that he would. 

Q. I am not asking you to assume, but I am 
asking you to give us your belief as to what he did 
understand. 

A. I believe he did understand eash on hand, 
yes. 

Q. And the accounts receivable, do you believe 
he [248] understood that to be the amount owed? 

A. To the extent that it was submitted to him 
as the accounts receivable, IT am assuming he would 
take it as being right. 
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Q. By that, you are simply referring to the fig- 
ure itself, whether the figure was that figure or some 
other figure; he wouldn’t be expected to bear that 
in mind, would he? A. I don’t believe so. 

Q. But, as to the nature of the item Accounts 
Receivable, he certainly understood that? 

A. As accounts receivable, as an expression, yes. 

Q. All right, inventory, do you think he under- 
stood what an inventory was? 

A. Iam assuming he would. 

Q. And United States bonds, do vou think he 
understood that? 

A. JI am sure he understood that item. 

Q@. And trucks? A. That is right. 

Q@. And equipment, the same, he knew what 
equipment was? 

A. Yes, he would know what his equipment was. 

Q. And buildings and improvements, he under- 
stood [249] that item, didn’t he? 

A. I am assuming. 

@. And real estate, did he understand that? 

A. Sir, I don’t know what I am being eross- 
examined—certainly, the items as appearing on the 
statement, he can read and understand what they 
are. The dollar amount opposite is what I am try- 
ing to imply, that I do not believe he understood 
those figures completely. 

Q. Mr. Donaldson, you testified on Friday, I he- 
lieve, that Mr. Forster, in your belief, did not un- 
derstand these financial statements, and I simply 
wanted to bring out, and I think you have brought 
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out, that he did understand these items that went 
on these financial statements. 
A. The man would have to be ignorant if he 
didn’t know a little bit. 
Q. And Mr. Forster wasn’t ignorant, was he? 
A. Not to that extent. 
Mr. LeSourd: Yes, thank you. That, is all. [250] 


Redirect Hxamination ‘+ 24% 

Q. (By Mr. Maxwell continuing): Did you 
know of a savings account in Issaquah at the time 
you made out Exhibit 134? 

A. We knew that Mr. Forster did have a sav- 
ings account at Issaquah, yes. 

Q. Did you ask him how much was in the ac- 
count? 

A. Not at this particular time, no, sir. 

Q. Do you know whether or not that is included 
in [254] that item? A. T do not know. 

Q. I will hand you Exhibit 55, which has been 
identified as the ledger sheet of Account 198 and 
ask you to state the balance as shown in that ac- 
eount on December 31, 1949, which is, as I under- 
stand, the date as of which Exhibit 134 was pre- 
pared ? A. As of December 31, 1949? 

Q. Yes, I believe that is the date. Is that the 
date as of which Exhibit 1384 was prepared ? 

pe Yes, sir. 

Q. Yes; and will you give us the balance in ae- 
count 198, the savings account at Issaquah, as of 
that date? 
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A. Well, the amount is shown by the Issaquah 
record here as Exhibit No. 55, and the deposit bal- 
ance would be $93,974.98. 

Q. Now, I will hand you Exhibit No. 89 and ask 
you what that document is? 

A. This is a savings account ledger sheet,—cor- 
rect me—it is a certified copy of a ledger sheet of 
Peoples National Bank, Exhibit No. 89, in the 
name of 

Q. (Interposing) Yes, that is the savings ac- 
count of Mr. Forster at your bank? [255] 

A. (Continuing) Hans and Evelyn Forster. 

@. Yes; can you find the balance in that account 
in vour bank as of December 31, 1949? 

A. The balance, according to this record, is $82,- 
898.52, 

Q. Now, can you say whether or not account— 
the halanee in Account 198 is included in the figure 
Cash on Hand of Exhibit 134, which is listed at 
$87,000? 

A. Well, from these figures, it wouldn’t balance 
ome OP NG 


Recross Examination 


Mr. Griffin: May I read the memo? 

The Court: You may. 

Mr. Griffin: Exhibit A-1, February 12, 1948, 
EAS. 

Q. (By Mr. Griffin): That is Phillip A. Stmaeke 

A. Phillip A. Strack, that is correct. 
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Mr. Griffin: “Has had several discussions with 
Hans Forster and his accountant, Hicks Taylor, 
over financing of a new ice cream plant on their 
present property at 4058 Rainier Avenue. It is an- 
ticipated that the plant and equipment will cost ap- 
proximately $200,000 and while they originally 
asked for a maximum loan they have now agreed 
that they can get by with a mortgage loan of $100,- 
000. We have been supplied with financial state- 
ments as of December 31, 1947 from Issaquah 
Creamery Company, Incorporated, Alpine Dairy, 
[261] Apex Farms, Incorporated, and Finstad and 
Utgard, Incorporated. 

Hans Forster has with the Washington State 
Bank, Issaquah, approximately $100,000 on deposit. 
He has better than $60,000 on deposit in our savings 
account. He owns free and clear $50,000 in United 
States Treasury Bonds and has securities with a 
market value of approximately $24,000. He will 
sell his securities and use some of his reserves to 
eover the difference between $100,000 mortgage and 
the cost of the building. We have asked that he give 
us the name of the contractor showing us the firm 
bid and other details of a final contract. The apph- 
eation was discussed at our executive directors’ 
committee on February 10, and they approved our 
loaning one hundred thousand dollars, payable 
twenty-five thousand dollars a year, secured by real 
estate and chattel mortgage on the new plant. We 
have attempted to discourage Hans Forster from 
building at this time, but he has a number of logical 
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arguments, and we finally committed to go along 
on the [262] above basis because of our past experi- 
ence with Hans Forster and on the strength of his 
financial condition. F.B.D.’’ 

Q. (By Mr. Griffin): That is yourself? 

A. That is correct. 

Q. So that on February 12th, on or about the 
period February 10 to February 12, 1948, Hans 
Forster in the presence of Hicks Taylor advised 
you and your bank that he had $100,000 on deposit 
in the Washington State Bank at Issaquah, is that 
correct ? A. That is correct: * * *s* * [Beay 


Direct Examination 

The Court: The question is, how many times was 
he in the bank to the best of your recollection from 
[269] the information you have, Mr. Donaldson, 
between the dates December 31, 1944, to December 
31, 1949? 

A. According to the records from our credit 
file from the period of December 31, 1945 to De- 
eember 31, 1949 

Q. (By Mr. Maxwell continuing): 1944, I be- 
heve it would be. 

A. Excuse me; 1944 through 1949, Mr. Forster 
discussed items of banking in our credit files 68 
times. 

@. And, on those occasions, how many times was 
he accompanied by Mr. Taylor? 

A. According to our files, or the comment, Mr. 
Taylor was with him 13 times. 

Mr. Maxwell: No further questions. 


Cee Ge SO 
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RAYMOND J. SCHNEIDER 
a witness called for and on behalf of the Plaintiff, 
upon being first duly sworn, testified as follows: 


Direct Examination 

The Clerk: I want your full name and the spell- 
ing of your name, please. 

The Witness: Raymond J. Schneider. 

The Clerk: S-c-h-n-e-i-d-e-r (spelling) ? 

The Witness: Yes, sir. 

Mr. Obenour: Would you state your name, 
please, for the jury? 

The Witness: Raymond J. Schneider. 

Q. (By Mr. Obenour): And where do you live, 
Mr. Schneider? A. Renton, Washington. 


Q. And what was your occupation ? 

A. As what time? 

Q. What is your ocenpation now? 

A. President of the South End Beverage Com- 
pany. 

Q. And have vou ever been affihated with Ren- 
ton Ice and Ice Cream Company ? A. Ye, ar 


Q. And when would that—do vou still have such 
a relationship ? 

A. I had until the name was changed of the 
company. 

Q. And what was your position with the Renton 
Ice and Ice Cream ? A. President and manager. 

Q. And when was the name of the company 
changed ? A. January, 1953, I believe. 

Q. And is that company still in evidence? 

A. Yes, sir. 
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-Q. And you are presently affihated—what is the 
name of it—South End? 

A. Beverage Company. 

Q. And who else is in that company with you? 

Mr. Griffin: Objected to as immaterial. 

The Court: I can’t tell. If you state it is ma- 
terial, Mr. Obenour, the Court will have to act on 
your representation. 

Q. (By Mr. Obenour continuing): Does Mr. 
Forster have any interest in the South End Bever- 
age Company ? A. Yes, sir. 

Q. And is this the same company that was for- 
merly Renton Ice and Ice Cream, and is now South 
End Beverage? A. That is right. 

x ¥ & # ¥ [279] 

Q. Now, what was your practice then as to Issa- 
quah Creamery? How—would you make purchases 
from them? A. Yes, sir. 

Q. What would you purchase from them? 

A. Ice cream mix, mainly. [299] 

Q. How would those transactions be handled in 
the manner of keeping the account? 

A. The driver would bring the mix, and give 
us an invoice upon it, and we would put it in the 
file. We might have three or four in a two-week 
period. Then we would get a statement from them, 
and I would check the purchase against the amount 
of the statement so that we knew it was correct and 
write a check which I mailed to the Issaquah 
Creamery and on the statement record the check 
number and the date it was paid. 
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The Clerk: DPlaintiff’s Exhibit No. 200 marked 
for identification. 

(Plaintiff's Exhibit No. 200 marked for iden- 
tification. ) 

Q. (By Mr. Obenour): T hand you what has 
been marked for identification as Plaintiff’s Exhibit 
200 and ask if you can identify those, please ? 

A. They all seem to he statements with invoices 
attached just as I have heen telling. It was exactly 
that procedure. Here is the statement we got every 
two weeks and attached to it the invoices and ship- 
ments we would have in the two weeks. 

@. From what company? 

A. Issaquah Creamery, mainly. There is one in 
here, I [800] believe, from someone else. That is 
from—this one says—Highland Drugstore. I don’t 
know whether it is in regard to one of the state- 
ments or not. There is the amount for that. This is 
0-25-44, Highland Drugstore, Renton Highlands, 
March 20th, a list of syrups that we sold them. 

Q. Was that ineluded in the account to Issa- 
quah? . A. $193.44. T don’t see it on there. 

@. That was an inadvertence? 

A. Yes, I think so. 

Mr. Obenour: Mav we remove that, if the Court 
please? It was an inadvertence. 

The Court: It hasn’t been admitted. You may 
remove it, if vou wish. Do Counsel wish to see it 
before it is removed ? 

Mr. Griffin: No, your Honor. 

Mr. LeSourd: No, your Honor. 
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Q. By Mr. Obenour): The rest of them were 
what then? 

A. They are all purchases and payments, Issa- 
quah Creamery, for Mix. 

@. And the check is the check that paid that in- 
voice, is that correct, on that statement? 

A. That is right. I believe they all correspond, 
so far as 1 can see, yes. 

Mr. Obenour: All right. May I have it, please? 

We offer 200, if the Court please. 

Mr. Griffin: We have no objection. 

Q. (By Mr. Obenour): J hand you Plaintiff’s 
Exhibit 199, sub A through [314] J, inclusive, and 
ask you to refer to your check register for the year 
1945, particularly the month of April, 1945. 

A. Yes, sir. 

Q. Directing your attention to April 11, 1945, 
do you find an entry there pertaining to an item 
of two thousand dollars to yourself? 


im Yessir. 
Q. And would you explain that transaction, 
please? 


A. Yes. I drew two thousand dollars, for which 
I wrote a check to myself, and signed a note which 
showed payment—it was a note that I took as an 
advance for that year. I signed a note for it. 

Q. And that was an advance on your own sal- 
ary? A. Yes. 

Q. Now, directing your attention to your books 
there for April 17, 1945, particularly as to checks 
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3180, 3181, and 3182. What docs your record show 
as to those entries? 


A. You want check No. 3180 to start with? 

Q. Right. 

A. That is a check payable to myself. 

@. On what date, please? 

A. On April 17th. 

@. And in what amount? A. $317. 

@. And what is check 3181? [315] 

A. Check payable to Mazic R. Basket for $2,317 

Q. And 3182? 

A. Check payable to myself for $1,158.50. 

Q. And 3183? 

A. Cheek payable to Mazie R. Basket for 
$1158.50. 

Q. Who drew those checks? 


Oper 


I drew them. 

And who filled in the check register? 

I did. 

And who made—what is the distribution? 


roe was that charged up? A. Notes payable. 


OPOoPoeee: 


Pardon? A. Notes payable. 

Notes payable? A. Yes. 

And who made that charge? 

On the distribution side? 

Yes. 

T think the offiee girl. 

Now, what were those notes payable: what 


was that in notes payable? Would you explain that 
transaction ? 


Ne 


This was in April. Well, I would say that 
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it was the balance of our salary—this is April— 
the year is what I wanted to make sure of. [316] 
Q. Doesn’t the books show all that? 
A. This book is August 1, 1944, to May 26, 
1945, so that this would be April in 1945. 
Q. Now, did you have notes that you had re- 
ceived from the company at that time? 
I think so. 
What were they for? 
Balance of salary of 1944. 
And what was the note you had? 
The note that I had? 
Yes. 
Balanee of salary for 1944. 
In what amount? 
$317 if I am right; that is what this indi- 


rOrPoOPoOPO b 


cates. 

@. And who made the entry there? 

A. The entry in the checkbook is made by me. 

Q. And the distribution ? 

A. Office girl, I think. 

Q. And who directed the manner in which they 
were to be entered ? A. Mr. Taylor. 

©. Mr. Taylor entered it? A. Yes. 

Q. Now, how did that enter into the note of two 
thousand dollars that you withdrew in April 11th? 

A. This would appear to be the balance of my 
salary. I had drawn the two thousand. This would 
be the balance of it. 

Q. For actual notes prepared? 

A. I believe so. 
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Q. And who signed them? 

A. They would be signed by me and_ possibly 
somebody else. 

Q. Do you have a recollection of such notes be- 
ing made? 

A. I have of some years. I wouldn’t be sure 
about this year. 

Q. How was this matter set up then as to these 
notes ? A. How was it set up? 

Q. Yes, how would they set up this system of 
writing notes to you and Mr. Basket? 

A. If the balance of our salary was not paid at 
the end of the year, we received notes for the bal- 
ance of the salary until we had money to pay them. 

Q. For what reason did you receive notes at the 
end of the year? 

A. Probably because there wouldn’t be cash in 
the bank. 

Q. So that if your cash was low, you would not 
pay off the balance of your salary at the end of 
the year? [318] A. Quite right, yes. 

Q. I hand you what has been marked for identi- 
fication as Plaintiff’s Exhibit No. 203 and ask if 
you can identify those, please ? 

A. They are three of the checks in question. 

Q. Which three are those, please? 

A. The first one is made to me that vou hand 
me for $1158.50. 

Q. What check number is that, please? 

A. 3182; the second one is 3183, payable to Mazie 
R. Basket for $1158.50. The third one is 3181 pay- 
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able to Mazie R. Basket for $2,317.00. 

Mr. Obenour: I might offer them at this time, 
if the Court please. 

My. Griffin: We have no objection. 

Mr. LeSourd: We have no objection. 

Mr. Keesling: No objection. 

The Court: Exhibit 203 for identification may 
be admitted. 

(Plaintiff’s Exhibit No. 203 admitted in evi- 
dence. ) 

Mr. Obenour: I would read them to the Court at 
this time. 

The Court: You mean to the Jury? 

Mr. Obenour: Yes, if the Court please. 

The Court: You may. [319] 

Mr. Obenour: Check 3181, Renton Ice and Ice 
Cream Company, April 17, 1945, pay to the order of 
Mazie R. Basket, $2,317.00, Renton Ice and Ice 
Cream Company, and then the stamp protector of 
the same amount, Two Thousand Three Hundred 
and Seventeen Dollars, signed R. J. Schneider and 
Hans Forster, and directed to the Renton Branch 
of the Peoples National Bank and the endorsement 
on that is Mazie R. Basket. 

3183 is a check, Renton Ice and Ice Cream Com- 
pany, Renton, Washington, April 17, 1945, pay to 
the order of Mazie R. Basket, $1,158.50, signed R. J. 
Schneider, Hans Forster, and it is directed to the 
Renton Branch of the Peoples National Bank. 

And 3182 is a check of the Renton Ice and Ice 
Cream Company of Renton, Washington, April 17, 
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1945, pay to the order of R. J. Schneider, $1,158.50, 
signed R. J. Schneider and Hans Forster. 

And Mr. Sclineider’s check, the last one, is en- 
dorsed R. J. Schneider, and bears the stamp en- 
dorsement of Pay to the Order of Issaquah State 
Bank, Issaquah, Washington, and Issaquah Cream- 
ery Company, Alpine Dairy Products, and Hans 
Forster. 

And the check to Mrs. Basket in the amount of 
$1,158.50 bears the endorsement Mazie Basket and 
Issaquah State Bank, Issaquah, Washington, 
stamped endorsement, [320] Pay to the Order of 
Issaquah State Bank, Issaquah, Washington, Issa- 
quah Creamery Company, Alpine Dairy Produets, 
and Hans Forster. 

Q. (By Mr. Obenour): Now, Mr. Schneider, 
would you please explain what happened to the 
eheek in the amount of $1158. and the check to Mrs. 
Basket in the same amount as to the matter of 
the enforcement? 

Mr. Cox: If he knows. 

The Court: I assume that he will not answer 
unless he knows. 

A. I know what happened to mine. 

Q. (By Mr. Obenour): What happened to 
vours ? 

A. TI endorsed it and mailed it to Hans Forster. 

Q. And why did von do that? 

A. As instructed by Mr. Taylor. It was for work 
that Mr. Forster had done for the company. 

@. And 
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Mr. Cox: I didn’t get that last answer. 
The Court: Mr. Reporter, read the answer. 
(Whereupon, preceding answer was read by 
the reporter.) 
Q. (By Mr. Obenour): Now, what was that 
check that you received charged to in the check 


register? [321] A. Notes payable. 
Q. And whose notes payable was that credited 
against ? A. Maine, I would think. 


Q. To your knowledge, in keeping with that book 
was this income that was charged to the salary of 
six thousand dollars you were to receive? 

A. Yes, sir. 

Q. And the Basket check, would you describe 
the comparison of the amounts of—you said you 
had received $317? A. Yes, sir. 

@. And you had previously received two thou- 
sand dollars? A. Yes. 

Q. Would that make the total of your interest 
in this $2,317? A. Yes. 

Q@. And is that the amount that Mrs. Basket re- 
ceived ? A. Yes. 

Q. And this was, I believe you stated, after the 
death of Mr. Basket? A. Yes. 

@. And the amount of $1,158.50 is what propor- 
tion to yours, then? 

A. Half of it, I believe. Let me see—yes, half. 

@. And the endorsement of Mrs. Basket’s check 
is what? 

Mr. Cox: If the Court please, that has already 
been read to the jury. 
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The Court: Pardon? 

Mr. Cox: That has already been read to the jury. 

The Court: Mr. Reporter, read the question. 

(Whereupon, preceding question was read 
by the reporter.) 

Mr. Obenour: J will rephrase it, if the Court 
please. 

Q. (By Mr. Ohenour): Directing your attention 
to the endorsement, can you account for the en- 
dorsement on the back of Mrs. Basket’s check in 
the amount of $1,158 in accordance with the diree- 
tions received by you from Mr. Taylor? 

Mr. Cox: I object unless he knows what Mrs. 
Basket did, and what instructions she received. 

The Court: If he doesn’t know, he should not 
state. You may only state what vou know, and not 
what you presume. 

Now, if you have any knowledge, you may answer. 

The Witness: Would you try that question 
again? 

The Court: Mr. Reporter, read the question. 

(Whereupon, preceding question was read by 
the reporter.) [323] A. XX. 

QQ. (By Mr. Obenour): And what is if, please? 

A. She did the same thing as I did. She en- 
dorsed it, and then it was re-endorsed by Hans For- 
ster, and his companies. 

Q. Now, who directed that that be done? 

Mr. Cox: If he knows. 

A. The direction came from Mr. Taylor. 
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Q. (By Mr. Obenour): Now, how was this 
amount reached ? Aca Sim? 

@. How was the amount of these checks deter- 
mined ? 

A. The balance of our salary here in each case, 
mine and Mrs. Basket’s, was divided in half, as I 
see it here, and that half went, one half of it went, 
to Mr. Forster. 

Q. Here—who computed the amounts that those 
cheeks were made out in? A. Mr. Taylor. 

@. And those were the amounts that made up the 
total then of your income and the income of Mrs. 
Basket, is that correct? 

A. This was the balance of our past salary after 
what we had drawn, I believe. 

Q. And that was for the year that you received 
in [324] 1945? 

A. (Witness nodded in the affirmative.) 

Q. Now, did you pay income tax yourself on 
the total amount of six thousand dollars in that 
year? A. I think I did. 

Q. Did you receive the full amount—— 

The Court: (Interposing) “That year,’’—you 
mean 1944? 

Mr. Obenour: Yes, sir; 1944, pardon me. 

Q. (By Mr. Obenour continuing): Were you 
on a calendar or fiscal year? A. Fiscal year. 

@. And the same as your company? 

A. Oh, no; not personally. 

Q. Yourself? A. Calendar year. 

@. And did you for the year of 1944 take the 
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full amount of six thousand dollars in your own 
income tax? 

A. I couldn’t say without seeing the return. 

Q. Calling your attention to August 27, 1945, on 


your entry there. A. Yet 

Q. August 27, 1945. A. Jes; siz. (325) 

Q. You have—calling your attention to—check 
No. 2426 and 2427? A. Yes, sir. 


Q. Would you please state what those checks 
are? 

A. The first one is to R. J. Schneider, balance 
salary, $3600; the second one is payable to Mazie 
Basket, $4,110.00. 

My. Griffin: J think the record should show that 
the witness is now reading, if I am correct, from 
199-A. 

The Court: Is it marked there? 

Mr. Griffin: 199 something. 

iieemmess: It isn’t ‘“A,’’ I donthelieve. “C.” 

Mr Gain: “C’? 

The Witness: “C.” 

The Court: All right, and the numbers on the 
eheek refer to the numbers appearing in that check 
register, is that correct ? 

ihe: Woitiess: That is correct. 

The Court: Now, the first check was 2426? 

The Witness: 2426, ves, sir. 

The Court: And the second one was 2427? 

The Witness: 2427. 

The Clerk: Plaintiff's Exhibit No. 204 marked 
for identification. [326] 
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(Plaintiff’s Exhibit No. 204 marked for iden- 
tification. ) 

Q. (By Mr. Obenour): Would you please de- 
scribe dates and the amount and the payee of those 
checks, please ? 

A. The date is August 20th, the first was made 
to myself, R. J. Schneider, balance salary, No. 2426, 
for $3600. 

Q. Now, who drew that check? 

A. Mr. Taylor. 

@. And who filled out the check register, or 
mace distribution? Or, rather, who filled out the 
check register? A. Mr. Taylor. 

@. Who made distribution ? A. I did. 

(. And to what was the distribution made? 

A. Wages and salary. 

@. And who determined it should be charged to 
wages ? A. Mr. Taylor. 

®. And to whose salary account was it charged? 

A. My own. 

@. And was this the balance then that you say 
you had drawn three hundred dollars a month for 


twelve months preceding? [327] A. Yes. 
@. And this was the balance then of the amount 
coming to you? A. Yesumetay 


Q. Now, as to 2427, would you describe that? 

A. The same date, 8-20, payable to Mazie Bas- 
ket, check No. 2427, $4,110. 

Q. And who drew this check? 

A. Mr. Taylor. 

Q. And who filled the check register? 
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Mr. ‘Taylor. 

And who made distribution? A F Gd. 
And to what was that charged? 

Wages and salary. 

And whose wages was that charged to? 
Mazie Basket’s. 

And that also brought her total up then to 
the same as your own? 

ieee cs: that is right. 

Q. I would ask if you ean identify two checks 
identified as Plaintiff’s Exhibit No. 204 for identi- 
fication, please? 

A. Those are the two checks we just spoke of. 

@. Are those the checks which you have just 


OPOoreor 


described? [328] A. Yes, sir. 
Mr. Obenour: We will offer them, if the Court 
please. 


Mr. Griffin: No objection. 

Mr. LeSourd: No objection. 

Mr. Keesling: No objection. 

The Court: Exhibit 204 for identification may 
be admitted. 

(Plaintiff’s Exhibit 204 admitted in evidence.) 

Mr. Obenour: I would read these, if the Court 
please, to the Jury. 

Also Renton Ice and Ice Cream Company, on 
No. 2427, Renton, Washington, August 27, 1945, 
pay to the order of Mazie Basket, $4,110, signed 
R. J. Schneider, L. Hicks Taylor, and directed to 
the Renton Branch of the Peoples National Bank: 
2426, Renton Ice and Tee Cream Company, Renton, 
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Washington, August 27, 1945, pay to the order of 
R. J. Schneider, thirty-six hundred dollars, signed 
R. J. Schneider, L. Hicks Taylor. 

My. Schneider’s check is endorsed R. J. Schnei- 
der, and Mrs. Basket’s check is endorsed Mazie 
Basket. 

Q. (By Mr. Obenour): Would you tell the 
Court, please, what you did [3829] with those 
checks? A. They were cashed at the bank. 

@. What bank? 

A. Peoples National Bank of Renton. 

Q. And what did you do with—how did you get 
Mrs. Basket’s check? 

A. Mrs. Basket endorsed it and gave it back 
to me. 

Q. And what did you do then? Did you cash 
her check as well as your own? 

A. J think I did. 

@. And what did you do with the proceeds then 
of the total amount of $7,710? 

A. It is possible I bought cashier’s checks. [330] 
a Ce Ca 

Q. (By Mr. Obenour): At the recess, I asked 
you what you had done with the two checks of $3600 
to yourself and $4110 to Mazie Basket in the total 
of $7,710, and I believe you stated that you had 
cashed them at the Renton Bank? 

A. Yes, sir. 

Q. And what did you do with the proceeds of 
that? 

A. J think I bought cashier’s cheeks with them. 
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Q. J hand you what has been marked for iden- 
tification as Plaintiff’s Exhibit 77 and identified— 
or is it admitted—it has been admitted—pardon me 
—and identified as an order for cashier's cheek and 
a cashier check and ask you if you can identify 
those, yourself, please? [331] A. Yes. 

Q. And what is that, please? 

A. The one 1s the order for a eashier’s check 
signed by me at the bank. 


Q. On what date, please? 

A. On August 29, 1945. 

@. And in what amount? Ae 2555. 

@. And what is the other document there? 

A. That is the check itself. 

@. And to whom is it addressed ? 

A. Hans Forster. 

@. And in what amount? A. $2,755. 

Q. And what date? A. August 29, 1945. 

Q. And you received the original of that cash- 
ier’s check ? A. Yes, sir. 


Q. And what did you do with it? 

Peeemaiicd it to Ma. lorster. 

Q. And for what reason did you mail it to Mr. 
Forster ? 

A. I was so instructed bv Mr. Taylor. 

Q. Now, in April, 1945, two checks totalling 
$2,317 [332] were sent to Mr. Forster and in Aug- 
ust, 1945, that cashier’s cheek in the amount of 
$2,755 was sent to Mr. Foster, totalling $5,072 paid 
to Mr. Forster in 1945. 
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Why were not checks written directly to Mr. Fos- 
ter for those amounts? 

A. I couldn’t say why they weren’t. 

@. They were charged to your salary and to the 
salary of Mrs. Basket? A. Yes. 

@. Did Mr. Forster have a salary account? 

A. No, sir. 

@. Was he credited with any salary at your 
company ? A. No, sir. 

@. I hand you what has been marked for iden- 
tification as Plaintiff’s Exhibit 25 which has been 
identified as the income tax return for the Renton 
Ice and Ice Cream Company for the fiscal year 1945. 

First, when was the fiscal year for your company? 

A. July 31st was the end of our year. 

Q. I will ask you if you can identify that, 
please? A. Yes, sir. 

@. And whose signatures are on the bottom of 
that tax return? 

A. R. J. Schneider, president; L. Hicks Taylor, 
secretary. [333 | 

Q. Is that your signature? A, Iva 

@. And is that the tax return of the Renton Ice 
and Ice Cream Company for the fiscal year 1945— 
of your corporation ? A. Yes; yes, it is. 

Mr. Obenour: I will offer Plaintiff’s Exhibit 25 
at this time. 

Mr. Griffin: No objection. 

Mr. LeSourd: No objection. 

Mr. Keesling: No objection. 
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The Court: Exhibit 25 for identification may be 
admitted. 

(Plaintiff’s Ixhibit No. 25 admitted in evi- 
dence.) 

Q. (By Mr. Obenour): IT call your attention, 
please, to the item of Officers’ Salary on the first 
page of Exhibit 25, and would you read that 
amount, please? A. Officers’ Salary, $6,000. 

Q. And ealling your attention to the inner page, 
the main section, the item Schedule F, compensation 
of officers there, what is that item, please ? 

A. R&R. J. Schneider, Renton, Washington, presi- 
dent, entire time devoted to business, one-third com- 
mon stock, [334] amount of compensation six thou- 
sand dollars. 

Q. Did you declare six thousand dollars on your 
own tax return ? A. J think so. 

Q. Did you receive six thousand dollars from 
Renton Ice and Ice Cream Company in the year 
ending that this represented, for the fiscal year 
1945 ? 

Mr. Cox: If the Court please, the checks are in 
evidence for what he received. 

The Court: Objection overruled. 

A. I think so. 

Q. (By Mr. Obenour): Did you receive the en- 
tire amount of six thousand dollars? 

The Court: (Interposing): Did you say you 
thought so? 

The Witness: I think so, yes. 

Q. (By Mr. Obenour continuing): Did you re- 
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ceive the entire amount of six thousand dollars for 
your own use during that year? 

A. J received that amount. 

Q. And does that include the amount then that 
you have stated you paid back to Mr. Forster? 

A. It would include that amount. 

@. And did you pay taxes then on the entire 
six [335] thousand dollars? A. Yes. 

Q. And by whom was that tax paid? 

A. J believe it was paid by the company. 

Q. The entire amount was paid by the company ? 

A. Now, I will have—they were withholding tax 
each time on the amount that I drew by the month. 

@. And the tax was withheld in the entire 
amount from your salary? A. Yes. 

Q. For six thousand dollars? 

A. The amount I drew by the month. 


@. Yes. 
A. Whatever that amount was, yes. 
Q. Did yon make any inquiry as to whether or 


not Mr. Taylor or Mr. Forster—as to why you 
should enter six thousand dollars on the tax return 
of the corporation of which vou were president, 
which in fact included money to Mr. Forster? 

Mr. Griffin: I object to the form of the question; 
no question as to Mr. Forster. Compound. 

The Court: Objection sustained. 

Q. (By Mr. Obenour continuing): Did you 
make any inquiry of Mr. Forster as to why on the 
tax return you signed as president [336] and in- 


Umnted States of America 2741 


(Testimony of Raymond J. Schneider.) 
eluded the amount six thousand dollars which in- 
eluded money paid to Mr. Forster? 

A. I don’t remember T did. 

Q. Did you make any such inquiry of Mr. Tay- 
lor? A. J don’t remember that I did. 

Q. For what reason did you include that amount 
on your tax return without making any inquiry as 
including the amounts paid to Mr. Forster? 

I didn’t make out the return. 

Who made out the return? 

Mr. Taylor. 

Who made out your return? 

Mr. Taylor. 

Did you sign the tax return of your own—of 
the corporation and your own tax return for that 
year? fe 1 think I did. [337] 
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@. (By Mr. Obenour): I hand you what has 
been marked for identification as Plaintiff’s Exhibit 
No. 206 and ask if you ean identify those, please? 

A. They are the two checks we were just dis- 
cussing. 

Mr. Obenour: I ask that they be admitted into 
evidence, if the Court please. 

The Court: You discussed three checks. Are 
there three there? 

Mr. Obenour: No, sir: we have only the two. 

Q. (By Mr. Obenour): Would vou describe 
those checks, please? [344] x. Wes: 

Q. Pardon me? 
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A. One is to Mazie Basket, for $2,892.60; and 
R. J. Schneider, $2,191. 
Mr. Griffin: We have no objection. 
Mr. LeSourd: No objection. 
Mr. Keesling: No objection. 
The Court: Exhibit 206 for identification may be 
admitted. 
(Plaintiff’s Exhibit 206 for identification ad- 
mitted in evidence.) 
Q. (By Mr. Obenour): To whose salary ac- 
counts were these checks charged, please? 
A. Mazie Basket, R. J. Schneider. 
Q. Your check for $2,191 was charged to your 


account ? A. Yesjaear 
Q. And Mrs. Basket’s for $2,892.60 was charged 
to her account? A. That is righ, 


Mr. Obenour: Pardon me, if the Court please, 
TI would read these checks to the jury. 

The Court: You may. 

Mr. Obenour: 3397, check of Renton Ice and Ice 
Cream [345] Company, Renton, Washington, Sep- 
tember 7, 1946, pay to the order of Mazie Basket, 
$2,892.60, signed R. J. Schneider, L. Hicks Taylor, 
and directed to the Renton Branch of the Peoples 
National Bank, Renton, Washington, and endorsed 
Mazie Basket and R. J. Schneider, check 3396, of 
Renton Ice and Ice Cream Company, Renton, 
Washington, pay to the order of R. J. Schneider, 
$3,191, signed R. J. Schneider, L. Hicks Taylor, di- 
rected to the Renton Branch of the Peoples Na- 
tional Bank, and endorsed R. J. Schneider. 
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Q. (By Mr. Obenour): Would you please tell 
what you did with, first, of all, Mrs. Basket’s check ? 
Is that your endorsement upon it? 

A. Hers first and then mine. 

Q. And then how did you happen to come into 
possession of Mrs. Basket’s check ? 

A. She endorsed it and gave it back to me. 

@. And what did you do then with those two 
checks ? 

A. They were not deposited, so I would say I 
cashed them. 

@. Where would they be cashed, do you recall? 

A. Yes, Peoples National Bank of Renton. 

Q@. And what did you do with the proceeds, 
please ? 

A. I think at that time that there were cashier 
checks [346] brought again. 

Q. Now, when you say cashier’s checks, how 
many cashier’s checks would you buy? 

A. I wouldn’t know without seeing them. 

Q. I hand you what has been admitted into evi- 
dence as Plaintiff’s Exhibit 76. Can you say what 
that is, please ? 

Mr. Griffin: What was that number again, 
please ? 

The Court: ‘76. 

Mr. Obenour: 76. 

A. That is a cashier’s check on the Peoples Na- 
tional Bank of Renton, dated September 12, 1946, 
for one thousand eight hundred and thirty-three 
dollars and fifty-three cents. 
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Q. (By Mr. Obenour): Payable to whom? 

A. Hans Forster. 

Q. And the endorsement on the back, on the 
back of—— 

A. (Interposing) Hans Forster endorsement. 

@. And is that one of the ecashier’s checks you 
purchased with the proceeds of the two checks to- 
talling $5,083.60? 

A. It seems quite reasonable. I think it is. 

Q. Is that the check that you purchased with 
the proceeds, to the best of your recollection? [347] 

A. Yes, sir. 

Q. And what did you do with that check? 

A. Mailed it to Mr. Forster. 

Q. Why was Mr. Forster given the check in the 
amount of eighteen hundred—what was it ?—pardon 
me—what is the amount? A. ‘$98385%se: 

@. And why was Mr. Forster sent that check of 
$1,833.53 ? 

A. My. Tavlor advised ns to do that. 

Q. And does that include the proceeds then of 
the checks which were charged against the salary 
account of yourself and Mrs. Basket? 

A. It was the end of the year. I would think 
that. 

@. And why was not Mr. Forster written a check 
for the amount of $1833.53 ? 

A. I wouldn’t know why we paid him that 
amount. We had no salary, I know, for him. 

@. Who determined it? A. Mr. Tayler. 

Q@. The exact amount? A. Yes, sir. 
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Q. There was no salary account? 

a No, six. 

Q. Did you make any inquiry of Mr. Forster as 
to why [348] you should send him that check ? 

a, ~ Noy str. 

@. Did you make any inquiry of Mr. Taylor as 
to why you should send him that check ? 

A. I did the first one or two. 

eeeeideyou after that? A. I deumrit 

@. For what reason? 

A. It just seemed to be the way he was handling 
our affairs. 

@. I hand you what has been marked for iden- 
tification as Plaintiff’s Exhibit 26 which has been 
identified as the income tax returns for the Renton 
Ice and Ice Cream Company for the calendar year 
of 1946 and ask you if you can identify that as your 
signature there, please? mM Yes ters 

@. And what return is that? 

A. That is for the year ending July 31, 1946. 

Q. And whose signatures are on the bottom? 

A. R. J. Schneider, president; L. Hicks Taylor, 
Secretary. 

Mr. Obenour: TI offer it in evidence at this time, 
if the Court please. 

Mr. Griffin: No objection. 

Mr. LeSourd: No objection. [849] 

Myr. Keesling: No objection. 

The Court: Exhibit 26 for identification may be 
admitted. 
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(Plaintiff’s Exhibit No. 26 admitted into evi- 
dence.) 

Q. (By Mr. Obenour): Calling your attention 
to the first page of Exhibit 26, the item Officers’ 
Salary, will you read that, please? 

A. Officers’ Salary, six thousand dollars. 

Q. And I eall your attention to the inner page 
of the main sheet, Schedule F, will you read that 
item, please? 

A. R. J. Schneider, Renton, Washington, presi- 
dent, entire time devoted to business, one-third com- 
mon stock, amount of compensation six thousand 
dollars. 

Q. Did you declare the amount of six thousand 
dollars on your own tax return for that year? 

ee ll thimkise: 

@. Did this item of six thousand dollars on the 
tax return of the Renton Ice and Ice Cream Com- 
pany include the amount you stated was paid to 
Mr. Forster? A. I think so. 

@. Who prepared this tax return? 

A. Mr. Taylor. [350] 

Q. Who prepared your tax return for that year? 

A. Mr. Taylor. 

Q. Did you make any inquiry of Mr. Forster 
as to why you should show on the corporation in- 
come tax return of which you were president, an 
amount of money paid to Mr. Forster? 

A. No, I just signed it. 

Q. Calling your attention to which ever of 199, if 
you please, would have the date of September 10, 
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1947—would you please tell the Court what the 
exhibit is, please? x, A99A, 

Q. Referting now to the date of September 10, 
1947, particularly checks 4711, 4712 and 4713, do 
you have those items? ‘A. J have them, yes. 

Q. Would you describe cheek 4711, please? 

A. Dated September 10, made payable to R. J. 
Schneider, No. 4711, amount three thousand dollars 
even. 

And who drew that cheek? 

Mr. Taylor. 

And who filled out the check register ? 
Mr. Taylor. 

Who made distribution ? 

. Office girl. [351] 

The Court: When you say “distribution,” are 
you talking about written—showing on the account 
book? 

Mr. Obenour: Yes, sir. 

Q. (By Mr. Obenour): The item to which it is 
charged, the term ‘‘distribution” is the term you 
used, Mr. Schneider ? 

A. That is right, the account it would go to in 
the permanent ledger book, or whatever it is. 

And who made this distribution ? 

The office girl. 

And to what aecount was it charged? 
Salary and wages. 

Whose salary and wages account? 

Well, that one would be to mine. 

And at whose direction was such distribu- 
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tion to salary account made? A. Mr. Taylor. 

Q. Now, 4712, will you describe that check, 
please ? 

A. The same date, check payable to Mazie Bas- 
ket and the amount is $3,960.00. 

Q. Similarly, who drew and registered that 
check? 

A. Mr. Taylor and the office girl. 

Q. And the distribution was the same as the 
other? A. Yes, sir. 

Q. And to what account was that check charged? 

A. Wages and salaries. 

Q. Of whom? A. Mazie Basket. 

@. Now, what is check 4713? 

A. Check of the same date, September 10, pay- 
able to L. Hicks Taylor, 4713, six hundred dollars. 

(). And who drew that check? 

A. Mr. Taylor. 

Q. To what account is that charged? 

A. Well, it is that column that includes accounts 
payable and donations and advertising and so on; 
miscellaneous. 

Q. At that time, did Renton Ice and Ice Cream 
Company owe Mr. L. Hicks Taylor six hundred 
dollars. A. Not that I know of. 

@. Was that amount received in addition to the 
fifty dollars a month received in the preceding year? 

A. Yes. 

Q. I hand you 

Mr. Obenour: Will you mark it first, please, as 
one exhibit? 
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The Clerk: Plaintiff’s Exhibit 207 marked for 
identification. 

(Plaintiffé’s Exhibit No. 207 marked for iden- 
tification.) [853] 

Q. (By Mr. Obenour continuing): I hand you 
what has been marked for identification as Plain- 
tiffs Exhibit 207; can you identify that, please? 

A. Those are the two cheeks signed by myself 
and Mr. Taylor, one for three thousand to me, and 
one for three thousand nine hundred sixty dollars 
to Mazie Basket, that were just being discussed. 

Mr. Obenour: I ask that that be admitted into 
evidence, if the Court please. 

Mr. Griffin: No objection. 

Mr. LeSourd: No objection. 

My. Keesling: No objection. 

The Court: Exhibit 207 for identification may be 
admitted. 

(Plaintiff’s Exhibit No. 207 received im evi- 
dence.) 

The Clerk: Plaintiff’s Exhibit 208 marked for 
identification. 

(Plaintiff’s Exhibit No. 208 marked for iden- 
tification.) 

Mr. Obenour: If the Court please, I would read 
these to the jury. 

The Court: You may. 

Mr. Obenour: Cheek No. 4711, dated September 
10, [354] 1947, to R. J. Schneider, $3,000, signed 
R. J. Schneider, L. Hicks Taylor, and endorsed 
R. J. Schneider; 4712, check, September 10, 194, 
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to Mazie Basket, $3,960, signed R. J. Schneider and 
L. Hicks Taylor. 

Q. (By Mr. Obenour): Handing you Plaintiff's 
Exhibit 207, what did you do with those checks, 
please? 

A. The fact that they were cashed at the bank 
indicates, I believe, that there were cashier’s checks 
bought with them, probably. 

Q. I hand you what has been marked for iden- 
tification as Plaintiff’s Exhibit 75 and it has been 
identified as a cashier’s check and an order for a 
cashier’s check of the Renton Bank; ean you iden- 
tify that? 

A. Yes, it is a eashier’s check on the Renton 
Bank dated September 12, 1947, payable to Hans 
Forster for $2,685. 

Q. Now, at that time, did you also pay checks 
to yourself and to Mrs. Basket? 

A. I think so. 

@. Of similar amounts? A. Yes. 

@. And what did vou do then with that twenty- 
five hundred — $2,685.00 — eashier’s check, Mr. 


Schneider ? A. I mailed it to Mr. Forster. 
Q. For what reason did you mail it to Mr. For- 
ster? A. Instructions of Mr. Taylor. 


@. For what reason—were you given any reason 
as to why you should send it to Mr. Forster? 

A. Yes, that he should share in our salary be- 
eause of the fact that he was also earning money 
for the firm or doing part of the work. 

O. They were charged—the entire amount, 
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though, was charged to the wage account of your- 
self and Mrs. Basket? A. Yes: 

Q. I hand you Plaintiff’s Exhibit 27 for identi- 
fication, which has been identified as the income tax 
return for Renton Ice and Ice Cream Company for 
the year 1947. Can you identify that as to signa- 
ture ? A. It is mine. 

@. And whose other signature is that? 

A. L. Hicks Taylor, Treasurer and Seeretary. 

Q. Is that the tax return of your corporation 
for that year? A. July 31, 1947. 

Mr. Obenour: I ask that it be admitted at this 
time, if the Court please. 

Mr. Griffin: No objection. 

Mr. LeSourd: No objection. 

Mr. Keesling: No objection. [356] 

The Court: That is 26? 

Mr. Obenour: 27, if the Court please. 

The Court: Exhibit No. 27 for identification may 
be admitted. 

(Plaintiff’s Exhibit No. 27 admitted in evi- 
dence.) 

Q. (By Mr. Obenour): Similarly have the en- 
try ‘‘Officers’ Salary, $7800,’’ does that show the 
salary you received as shown on the tax return? 

A. I believe it is. 

Q. Calling your attention to the page under 
Schedule F, that entry A. Yes. 

Q. (Continuing) R. J. Schneider, Renton, 
Washington, president and manager, salary $7800? 

Ae Wes. 
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Q. And that is the amount shown here? 

AY Yes, sire 

@. And did you pay that amount on your own 
tax return? A. I think T did. 

Q. And of that amount of $7800, you had paid 
the amount, as you have described, to Mr. Forster 
in that year? [357] Am” Yaed. 

Q. Did you make any inquiries as to Mr. Forster 
in this year as to why you should sign a tax return 
as president of Renton Ice and Ice Cream Company 
which shows an amount of salary which includes an 
amount which you paid back to Mr. Forster? 

A. The checks were made payable to me. 

Q. Did you say anything to Mr. Forster as to 
why vou should sign such a tax return showing an 
amount part of which had been paid to Mr. For- 
ster ? A. No. 

Q. Pid you make such a request of Mr. Taylor? 

A. Probably not. 

Q. Calling your attention now, if you would, 
please, to 199, whichever exhibit would reflect the 
date of November 1, 1948. Ay gl CS eee 

The Court: Could you give us the number of that 
exhibit ? 

The Witness: This is 199-H. 

Mr, Ohenour: Thank you. 

@. (By Mr. Obenour): Calling your attention 
now to November 1, 1948, particularly checks 6317, 
sao and, 207 Aw Yess (35a 

Q. Would you deserhe cheek 6317, please? 
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A. 6317, November 1, W. R. Basket, balance of 
salary, $2,507.00. 
And the next check? 
M. R. Basket, balance of salary, $1,253.00 
What is the date of that check ? 
‘That is the same date, November 1. 
And the next check? 
The next check is the same date, R. J. Sehnei- 
der saiemce of salary, $2,507. 

@. And finally 6320? 

iP Red. Schneider, balance of salary, 6320, 
$1,253 


@. Those were four checks written two each to 


POP OPS 


you and to Mrs. Basket? A.  Wesyesii. 
Q. Same date? An” Yestsir 
Q. Who drew them? A. J did. 
Q. Who filled out the register? A. Lid. 
Q. Who made distribution? A. Office girl. 


The Clerk: Plaintiff’s Exhibit No. 209 marked 
for [359] identification. 

Mr. Obenour: Maybe this might be incorporated. 

The Clerk: Strike that. 

Mr. Griffm: Do we have a 208? 

The Clerk: Yes, Plaintiff’s Exhibit 208 for iden- 
tification is four cheeks with attachments. 

Mr. Obenour: I will incorporate this with the 
exhibit, if I may. 

The Court: The four checks? 

Mr. Obenour: Four checks and an attachment. 
208. 

Q. (By Mr. Obenour): Now, how was the 
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amount of these four checks determined ? 

The Court: Well, that hasn’t been identified as 
yer 

Mr. Obenour: Pardon me. I was about to iden- 
tify it, if the Court please. 

Q. (By Mr. Obenour continuing): The checks 
that you have described from your check register, 
how were those amounts determined ? 

A. Well, Mr. Taylor had said that we could 
write the balance of our salary, and I asked him 
what the amount was, and he said he would either 
bring it out or phone it. He phoned and I wasn’t 
there, and he gave the amount to the office girl, and 
I then divided it in thirds and wrote two [360] 
checks for that amount and two for half of that 
amount. 

@. And is that the note that you have which 
made the determination—from which those checks 
were made? A. Yes, it 1s. 

Mr. LeSourd: No objection. 

Mr. Keesling: No objeetion. 

My. Griffin: We have no objection. 

The Court: Exhibit 208 for identification may 
be admitted. 

(Plaintiff’s Exhibit 208 admitted in evidence.) 

Q. (By Mr. Obencur): Now, those four checks 
there, will you state what the endorsements are on 
the back of them, please? 

A. The first one that is made out to me for one 
thousand two hundred and fifty-three dollars, Hans 
Forster, R. J. Schneider. 
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Q. ‘There are endorsements on the back of that 
check? A. Of this check, yes. 

Q. What is the cheek number? 

A. That is cheek No. 6320. 

Q. And the next check to yourself of $2,507 is 
endorsed how? 

A. Just endorsed by myself and then the bank 
for [861] deposit. 

Q. And the next check 6318? 

A. $1,253.00, No. 6318, payable to M. R. Basket, 
endorsed M. R. Basket and Hans Forster. 

Q. And then finally, the last check of $2,507, 
Mrs. Basket. 

A. M.R. Basket, Mazie R. Lovenger. 

Q. What did you do with your $1,253 check? 

A. Mailed it to Mr. Forster. 

@. And the check to M. R. Basket in the amount 
of $1,253 which was identified by the endorsement 
M. R. Basket and Hans Forster, what happened to 
that check? 

A. I don’t know whether I mailed it 

@. (Interposing) To whom? 

A. To Mr. Forster. 

Q. And for what reason did vou mail two checks 
endorsed by each of you to Mr. Forster? 

A. Instructions of Mr. Taylor. 

@. And these were the amounts that had been 
charged against your salarv account? 

A. That one, yes, or the ones made pavable to 
me. 

Q. Handing vou Plaintiff’s Exhibit 28 for iden- 
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tification, which has been identified as the income 
tax return of Renton Ice and Iee Cream Company 
for the year 1948, do you recognize your signature 
upon that return? [362] A. Yes, sir. 

Q. And whose else signature is upon it? 

A. lL. Hicks Taylor. 

Mr. Obenour: We offer it at this time, if the 
Court please. 

Mr. Griffin: No objection. 

Mr. LeSourd: No objection. 

Mr. Keesling: No objection. 

The Court: Exhibit 28 may be admitted. 

(Plaintiff’s Exhibit No. 28 admitted in evi- 


dence.) 
Q. (By Mr. Obenour): Referring to the Offi- 
cers’ Salary in the amount of $7800. A. Yes? 


Q. What is that amount? 

A. I think that is the amount of my salary. 

Q. Referring to the Schedule F, R. J. Schneider, 
Renton, Washington, president and manager, en- 
tire time devoted to business, one-third stock own- 


ership, $7800. A. “Phat is#rigitk 

Q. Is that the salary you received? 

A. Yes, sir. 

Q. And did you declare this salary on your own 
income tax return? [363] A. JI think so. 

Q. And again, did you pay the tax on it? 

A. JI think so. 

Q. Who prepared your return? 

A. My. Taylor. 

Q. And who prepared the corporate return? 
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A. Mr. Taylor. 

Q. Did you make any inquiry of Mr. Taylor as 
to why you should show in the tax return of the 
Renton Ice and Ice Cream Company the amount of 
$7800 part of which had been returned to Mr. For- 
ster? A. No. 

Q. Did you make any such request of Mr. Tay- 
lor? A. I doubt it. 

@. Have you any reason why you did not? 

A. Oh, it was ready for me to sign and I just 
signed it as prepared by him. 

Q. Did you ever purchase a—any ice cream 
freezers from Issaquah Creamery ? A. One. 

Mr. Obenour: I ask that this be marked for 
identification, please. 

The Clerk: Plaintiff’s Exhibit 209 marked for 
identification. 

(Plaintiff’s Exhibit 209 marked for identifi- 
cation.) [364] 

Q. (By Mr. Obenour): How was that transac- 
tion handled; from whom did you purchase it? 

A. I talked to Mr. Forster. 

They were hard to get, and he had had a ship- 
ment, and I talked him out of one. He said he 
eould spare one, and T bought it from him. 

Q. I ask if you can identify plaintiff's exhibit 
No. 209? 

A. Check in the Issaquah Creamery Company, 
dated August 6th, 1948, for $412.50, signed by R. J. 
Schneider and L. Hicks Taylor. 

Q. And for what purpose was that check issued? 
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A. I think this was for the ice cream cabinet. 

Mr. Obenour: I ask that it be admitted, if the 
Court please. 

Mr. Griffin: No objection. 

Mr. Cox: No objection. 

Mr. Keesling: No objection. 

The Court: Exhibit 209 for identification may be 
admitted. 

(Plaintiff’s Exhibit No. 209 admitted in evi- 
dence.) 

Q. (By Mr. Obenour): And how was that paid 
to Issaquah Creamery, if you recall? [3865] 

A. By check. Oh, it would be mailed to them. 

Mr. Obenour: If the Court please, I will read 
the endorsement on the back to the jury. 

The Court: You may. 

Mr. Obenour: Issaquah, pay to the order of Issa- 
quah State Bank, Issaquah, Washington, and 
stamped Issaquah Creamery Company, Alpine 
Dairy Products, and Hans Forster. 

T ask that these be marked for identification, 
please. 

The Clerk: Plaintiff’s Exhibit 210 marked for 
identification. 

(Plaintiff’s Exhibit 210 marked for identifi- 
cation. ) 

@. (By Mr. Obenour): Calling your attention, 
if von would, please, Mr. Schneider, to Exhibit 199, 
whichever check register might be for the date of 
July 31, 1949? 

A. No, 199-I. The date was July? 
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Q. 31st, 1949. Is there any entry there made to 
the effect of notes heing drawn—or where would 
you make such entry? Would you show notes of 
any sort in that book? That would be just the 
checks themselves, would it? A. Yes. 

Q. Now, at the termination of your fiseal year 
1949, [3866] do you recall whether or not you re- 
eeived the balance of your salary ? 

A. I don’t recall that we did. 

(). Handing you what has been marked for iden- 
tification as Plaintiff’s Exhibit 210, can you iden- 
tify those objects, please ? 

A. The first one is a note dated July 31, 1949, 
for $3,244.80 payable on demand to Mazie Basket, 
) per cent per annum, payable semi-annually, by 
the Renton Ice and Ice Cream Company, R. J. 
Schneider, president, and L. Hicks Taylor, seere- 
tary. 

Q. And what is the second one? 

A. The second one is—the amount is—it is a 
note on demand made payable to R. J. Schneider, 
same date, and the amount is $2,544, Renton Ice 
and Ice Cream Company, R. J. Schneider, presi- 
dent, and L. Hicks Taylor, secretary. 

Q. What was the purpose of those notes? 

A. They were the balance of our salary for the 
year 1948-1949. 

Q. Out of that total amount of $5,788.80, did you 
owe Mr. Forster any of that for his share of the 
unpaid balance of your salary ? A. WNo. 

Q. You did not? A. No. [867] 
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Q. Did you believe that that amount was your 
unpaid balance of your salary? 
Yes, sir. 
And that Mr. Forster had no interest in it? 
Yes. 
Did you receive payment for your note? 
Paid and cancelled; I think I did. 
And do you have a check there that would 
ieee the payment of that note? 

A. There is a check payable to me for $2,544, 
which is the amount of my note. 


POPOPOP 


Q. And what is the date which is marked “can- 
celled” on your note, or does it show? 

A. It doesn’t show. 

Q. And calling your attention to January 4, 
1950, the check register of item 199; do you have 
that? A. The date again? 

@. January 4, 1950. A. Yes. 

@. Now, what is the entry on that check? 

A. January 4, M. R. Basket, balance of salary, 
$3,244.80. 

Q. And what is the amount of her note? 

A. $3,244.80. 

@. And that is charged to balance of salary on 
the [368] check? A. Yes. 

®. And the note had been drawn for the balance 
of her salary in July? A. Yes. 

Q@. Had that check in the amount of $3,244 been 
to pay off the note to her? A. Yes. 

Q. And the next check in the amount of $2,544— 
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$2,544, to you on the same date, is there such a 
check? A. Yes. 
@. And what is the entry on that? 
On the check’? 
@. How was that check registered there? 
A. Kk. J. Schneider, balance of salary, $2,544. 


Q. And similarly, was that to pay off your note? 

A. It was. 

Q. And were both of those charged against the 
salary of you and Mrs. Basket? AT ee: 


7 [369 | 

Mr. Obenour: The check in the amount of $3,- 
244.80 to Mrs. Basket is endorsed M. R. Basket and 
eheek to R. J. [870] Schneider, $2,544 is endorsed 
R. J. Schneider. 

Q. (By Mr. Obenour): Will you tell the Court 
what you did with those two checks, please? 

A. They apparently were deposited or, I should 
say, [ cashed them, or we cashed them. 

Q. And what did you do with the proceeds? 

A. Probably bought cashier checks of some sort 
or form. 

Q. Did you buy a eashier’s check with part of 
the proceeds for Mr. Forster? 

A. JI wouldn’t know without seeing it. 

@. To the best of your recollection, would you 
have followed the same pattern you did in 1945, 
’46, “7 and ’8 in eashing the checks at the Renton 
Bank and buying cashier’s checks? 

Mr. Griffin: I object to the form of the question. 

The Court: Objection sustained. 
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Q. (By Mr. Obenour): I believe you stated you 
have bought cashier’s checks with the proceeds? 

A. This time? 

Q. Yes. A. Gosh, I don’t remember. 

Q. To the best of your recollection. [371] 

A. I don’t remember a thing about the details 
on it. I mean, I don’t know whether I was able to 
keep this all this time, or still divide it. [372] 
pee GR Re RE 

Q. You paid tax on your own return. Did you 
ever make any inquiry of Mr. Forster or Mr. Tay- 
lor as to why you should have paid taxes between 
the years 1945 to 1949 of an amount $14,062.53 
which was given back to Mr. Forster? 

A. I believe not. [374] 

Be G8 GS Re 

Q. (Continuing) Do the corporation records 
show in any manner that the amount of $14,062.53 
was paid to Mr. Forster in the years 1945 through 
1949? A. JI think not. 

Q. Did you ever question this manner of trans- 
mitting funds to Mr. Forster to Mr. Taylor; in 
other words, make any inquiry of Mr. Taylor of 
that? 

A. Yes, when he first did it, I asked why. [375] 
Be oe ae ee ES 

Mr. Griffn: If the Court please, while I must 
disagree entirely with the Government’s argument 
that this is a scheme to evade taxes, and it is In no 
sense that, I make this statement—I must say to 
your Honor—that the manipulation of these books 
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of one of these entities of Mr. Forster unquestion- 
ably resulted in additional income to Mr. Forster. 
There can be no question or doubt about that, be- 
cause there was more to divide in the years in 
question. 

The Court: In the years involved in this Indict- 
ment? 

Mr, Griffin: Yes. 

Now, I don’t want my statement taken as any 
admission of the Government’s position at all of a 
scheme, device, or anything of that kind, but fae- 
tually and manifestly [405] as it will show on the 
face of the record itself, when you do a certain 
thing in the books, you either increase income or 
you decrease it. You don’t do anything else, and 
that is what happened here. It didn’t have to wait 
until 1949 for division. While there were no divi- 
dends, what was being done each year is, as a mat- 
ter of fact, whether you call it bonus or anything 
else, but, if operated as it should have been, it would 
have been a dividend to the stockholders so that 
would in this instance, in changing the books, would 
have resulted in a greater dividend or a greater 
bonus or a greater charge to salary to Mr. Forster. 
We concede it. [406] 

* + & £ 

Q. (By Mr. Obenour): Calling your attention to 
the month of July, 1947, if you would, please, that is 
Exhibit 212, is it, yet? A. S212; ayes 

Q. Now, were there any—did you keep the ac- 
counts in that month? A. Yes, I did. 
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Q. Are the figures in your handwriting? 

A. Most of them. 

@. What figures are not in your handwriting? 

A. There are some addition here of 1’s that are 
[421] not in my handwriting. 

Q. Now, would you tell the jury what are the 
accounts where there are some 1’s not in your hand- 
writing ? 

A. There is an item here of July 15, Seattle 
Brewing & Malting. 

Mr. Moriarty: What year? 

Q. (By Mr. Obenour): What year is this? 

A. 1947. 

Q. This is all in the same month and the same 
year ? A, Miesasiig 

Q. All right. What is the item now? 

A. There is an item here on the 15th to Seattle 
Brewing & Malting, $1,886.40. 

Q. What figure is not in your writing? 

Ewe Thee”. 

Q. Which figure is that; what is the effect of 
that 149 

A. Well, it raised it from $886.40 to $1,886.40. 

Q. Who made that additional figure? 

~ May Laylor. 

Q@. And the next item is what? 

A. Issaquah Creamery on the 18th of July. The 
ficure originally was $426. It is now $1,426. 

Q. And the next one, please? [422] 

A. Issaquah Creamery, then $274, it is now 
$1,274. 


Umited States of America 2769 


(Testimony of Raymond J. Schneider.) 

Q. And the next one? 

A. The next one is on the 22d, Seattle Brewing, 
it was $886.40. It is now $1,886.40. Similarly, on the 
23d, Seattle Brewing, it was $886.40, it is now $1,- 
886.40. 

On the 25th, Issaquah Creamery, was $448.50, is 
now $1,448.50. On the 29th, Issaquah Creamery, was 
$585.50; 1s now $1,585.50. 

On the 28th, Seattle Brewing and Malting, was 
$581.64, is now $1,581.64. 

On the 29th, Seattle Brewing, was $886.40, is now 
$1,886.40. 

The next entry, L. Hicks Taylor, $650, is not 
in my writing. 

@. How many 1’s were added to that? 

A. Nine, I believe. 

@. And did that then raise your accounts pay- 
able nine thousand dollars in that month? 

A. Yes, sir. 

@. When were those l’s placed there in that 
book? 

A. When Mr. Taylor was adding it up. 

Q. How do you know Mr. Taylor did it? 

A. I saw him. 

Q. Did you have any conversation about raising 
your accounts payable nine thousand dollars for the 
month of [423] July, 1947% 

a arot.sure. 

Q. Did he make any statement to you about 
raising your accounts payable to that month ? 
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A. If so, the answer was as before; it would be 
adjusted in the next period. 

Mr. Cox: I move to strike that as an entire 
supposition. 

The Court: The answer may be stricken, and the 
jury will disregard it. 

Q. (By Mr. Obenour): What amount did you 
pay in each of these nine accounts to the distributor 
or supplier to the Renton Ice and Ice Cream? 

A. The first amount that I mentioned. I don’t 
think any of them ran over;—I think they were 
all under—one thousand dollars. 

Q. Did you pay any of that nine thousand dol- 
lars on accounts payable? 

A. I believe not. 

@. Was there any basis by which Mr. Tayior 
could justify raising any of those accounts one 
thousand dollars each? 

Mr. Cox: Object to the form of the question; 
calling for a conclusion. [424] 

The Court: Objection sustained. 

Q. (By Mr. Obenour): Was there any debt owed 
on any account payable, owed to any of those nine 
accounts, which would amount to those thousand 
dollar items to which you testified ? 

A. Not that I know of. 

Mr. Cox: Object to the form of the question. 
I move to strike. 

The Court: Mr. Reporter, read the question. 

(Whereupon, preceding question was read by 
the reporter.) 
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Q. (By Mr. Obenour): And the answer was 


what, please ? A. Not that I know of. 

@. Was this the end of your fiscal year, this 
month ? A. Yes, sir. 

Q. For 1947. A. Yes, sir. 


@. What was the effect of raising your accounts 
payable at the end of your fiscal year in 1947 nine 
thousand dollars ? A. It made us owe more. 

@. And what then was the effect upon your in- 
come for that as shown by your books of Renton Ice 
and Ice [425] Cream ? 

A. We would make less. 

@. And what would be the effect of your taxes 
paid for the year 1947? 

A. We would pay less. 

@. Pay less? A. Pay less. 

Q. Taxes? A. Yes. * * * * * [426] 


Cross Examination 

ak Ce 

Q. (By Mr. Griffin): I don’t eare whether you 
gall it profits, you made a division of surplus or 
profits or money you had in the corporation and 
not expended, didn’t you? 

ue Wemadesa division of salary: 

@. OF, you call it “salary”, but it was wnex- 
pended money that the corporation had? 

Aves Yes, 

Q. And you called it salary because Mr. Taylor 
set 1t up that way at the beginning, didn’t you? 

ees) sit. 
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Q. Now, in determining what that division 
should be in each instance, as I understand your 
testimony, Mr. Taylor computed what he ealled 
salary and how the checks should be drawn, is that 
right? A. hates right, See |Faot 


Cross Examination 

Q. (By Mr. Cox): And when Mr. Taylor first 
brought this matter up, did you call Mr. Forster to 
ask if this had his approval? Ave, JNO 

@. Did you talk to Mr. Basket about 1t? 

A. Yes, he was right there. 

Q. He was right there; did you protest to Mr. 
Taylor that this was your money for which you had 
worked and for which the corporation had author- 
ized you to receive? 

A, That is correct, on the first or second time 
I did that, or we did that. 

). What did he say? 

A. Well, he said Mr. Forster has made this pos- 
sible for you to have this salary, and has earned a 
certain amount of it so he is entitled to it and we 
will send it to him. 

@. And then vou sent it without bothering to 
call Mr. Forster; you say he wanted you to do 
this? [467] A. That is right. 

@. Did Mr. Forster call you up and ask what 
is the nature of the check he received in the maij? 

A. No. 

@. Did he offer to send it back? A. No. 

Q. Did he ever mention it to you? 
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A. He thanked me for it a time or two when I 
met him next. [468] 
CC CnC os 

Q. And then, referring to April 17, 1945, do you 
find there a series of three checks, numbers 3180 
through 3183, the first to yourself, and charged to 
notes payable in the amount of three hundred and 
seventeen ? Aw Yes: 

Q. And one to Mrs. Basket for two thousand 


three hundred seventeen ? A. Yeos. 

@. And one to each of you for half of that 
amount, $1,158.50 ? A. Yes. 

Q. And who made the entries on the check re- 
sister ? A. I made them. 


Q. Who made the distribution in the check re- 
gister ? 

A. The office girl, I believe. It isn’t my hand- 
writing. 

Ota hand you Piaintiff’s Exhibit 203 ineewr 
dence. Are those the—are those three of the checks 
to which you refer, the ones which were drawn to 
Mrs. Basket for $2,317 and the two to you and Mrs. 
Basket for half of that sum? 

mes, that is right. 

@. Who signed those checks? 

A. RR. J. Schneider and Hans Forster. [476] 

Q. Is there anything in the check register with 
respect to either April 11 or April 17, 1945, which 
indicates that Mr. Taylor was present in your office 
at Renton at that time? 

A. Nothing in the register, no. 
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Q. Then this would simply have been another 
ease where Mr. Taylor perhaps referred to your 
books to give you the balance of the salary and 
indicated the amounts that were to be distributed ? 

A. That is right. 

Q. Now, you testified that back at the beginning 
of this year, some three or four months before this 
time, at this meeting, after Mr. Basket’s death, 
there was no discussion of whether you would con- 
tinue to divide your salaries with Mr. Forster? 

m Wo, sir. 

Q. All right; why did you make the division at 
this point? 

A. As usual, we have the amount of the instruc- 
tions from Mr. Taylor. 

@. And those instructions were to give Mr. For- 
ster hal{—one-third of your undrawn shares? 

A. Yes, whatever the amount was. 

Q. Did you protest at this time to Mr. Taylor 
to this continued sharing of your salary with Mr. 


Forster? [477] A. I doubt it. 
Q. Did you call Mr. Forster to find out whether 
he wanted you to go on with this? A. No. 


Q. Did he ever thank you for that check? 

A. Possibly. 

Q. What is the charge made by. your office girl 
on the—those checks on the 17th of April, 1945? 

A. They are all made payable to notes pavable. 

@. And it had been a considerable surprise to 
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you when Mr. Taylor suggested you should give a 
part of it to Mr. Forster? A. Yes. 

Q. And yet, having the right to draw or issue 
the cheeks and the sum having been determined in 
this way, it never occurred to you to write checks 
to yourself and Mr. Basket for the amount of your 
salaries ? 

A. Never until Mr. Taylor said it was the time 
to do it. 

Q. Now, did you receive the check for $1,158.50 
which you drew in favor of yourself on April 17, 
1945? 

A. Yes, I would say I did. I don’t believe I have 
it here now. 

Q. You don’t have those checks there? 

m. 1 think I did: 

@. I will get them for you. Handing you Plain- 
tiff’s Exhibit 203, does that inelude a check payable 
to yourself dated April 17, 1945, in the amount of 
$1,158.50 ? A. Yes. 

Q. Did you receive that check? 

A. Yes. [485] 

Q. I believe you testified on direct on Friday 
that you mailed that check to Mr. Forster? 

Yes. 

Mr. Forster signed the check, didn’t he? 
His stamp is on here. 

I mean the front of the cheek? 

ives) 

Wouldn’t it have been a little more logical 
to a it to hin when he signed it? 


DD>OPOpP 
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A. Not in this ease. 

Q. Why not? 

A. Mr. Forster signed checks ahead of time, and 
IT completed them. 

Our by-laws stated there must be two signatures 
on each check. 

Q. And you can recall independently this was a 
eheck Mr. Forster signed in blank which you used 
April 17, 1945? 

ym Mo,al can*t-recall that: 

Q. Do you know then that Mr. Forster was not 
present in the office on that day? 

A. No, I don’t. 

Q. If he had been present, you would, of course, 
have handed the check to him? 

A. Yes, 1 think I would. [486] 

Q. Did he express any surprise? 

A. wi don’t recall anything»about 1. * "7" ae 

Q. (By Mr. Cox): Now, will you turn to the 
entries for July, 1947, in this accounts payable 
record ? 

You testified this morning that some alterations 
were made by Mr. Taylor after you made the entries 
for this month, is that true? 

Pe ‘that is right. 

@. When was this done? 

A. While he sat at the desk in our office. 

Q. Did you see him actually insert the nine 
figure “1” that you testified this morning were in- 
serted in front [514] of certain entries in that ree- 
ord? A. Yes. 
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Q. Do you have any recollection of the day of 
the month itself that Mr. Taylor came out in Au- 
gust, 1947? 

A. No, I have no recollection unless I could find 
ite 

Q. Do you recall when you yourself totalled 
these figures ? A. No, I didn’t total them. 

Q. You didn’t total them at any time? 

A. I don’t believe so. I don’t see any of my 
figures there as that total. 

Q. Well, wasn’t it your testimony that you nor- 
mally totalled those as soon as you could at the 
end of the month? 

A. Yes, sir. 

Q. And normally, you would have done so at this 
time? oe Yies. Sir. 

Q. And you testified several times that normally 
Myr. Taylor was paid on the day he came out and 
did the work on the books, isn’t that true? 

A cheek would normally be written to him? 

&. Yes. 

Q. Directing your attention to that portion of 
Plaintiff’s Exhibit 199-F, hearing the date August 
8, 1947, [515] doesn’t it appear that the check to 
Mr. Taylor for his fifty dollars for the preceding 
month’s accounting work was issued to him and 
given to him on that date? 

L am ealling your attention now to the check 
register. 

A. Yes, I am trying to see whether it is the same 
year or not. 
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Q. It appears on the outside that this is May 
23, 1947, to December 21, 1947. 

A. Yes, it does. 

Q. Can you explain to the Jury how it was that 
you departed from your normal custom of totalling 
your figures in the accounts payable as soon as you 
could after the end of the month in this case until 
Mr. Taylor came out on the 8th of August? 

A. I couldn’t tell exactly why, whether I was 
away for a day or a week, or whether he told me 
to leave the books open until he got there. In any 
ease, I apparently didn’t total it. 

I don’t see any of my figures as a total. 

@. Now, I believe at one time, you stated that 
Mr. Taylor indicated that this was a matter of an 
adjustment he was making here? A. Yes. 

Q. Just what kind of an adjustment could Mr. 
Taylor [516] have made in a record of this kind? 

A. I am not enough of an accountant or book- 
keeper to tell you that. [517] 
ee Ce 

@. (By Mr. Cox continuing): Isnt it true tha 
the total that now appears there is exactly nine 
thousand dollars in [521] excess of the true total 
of the true total of the unpaid accounts at the end 
of July, 1947? 

A. JI think so, but I haven’t run through them 
lately to recall at all to be sure of it. 

Q. Now, isn’t it true, Mr. Schneider, that™tlie 
figures—some of the figure ‘“1’s’”’—in fact, nearly 
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all the figure “1’s” that are entered there are very 
easily detected ? A. Qh, yes. 

Q. It is not necessary, for instance, for you to 
go back to your invoices to determine that in facet 
the invoices that still remained unpaid there was 
the lesser figure ? 

A. (Witness nodded in the negative.) I mean, it 
is plain, very plain. 

Q. It is very clear. Now, Mr. Taylor still owned 
no stock in the Renton Ice and Ice Cream Com- 
pany, did he, on July 31, 19472 A. ANG: 

Q. He would, therefore, never be entitled to re- 
ceive a dividend from this corporation or to share 
in its assets or distribution ? 

A. No, not that I know of. 

@. You did own stock in the corporation, did 
you not? [522] 

A. Yes, sir. 

Q. You were one-third stockholder? 

A. Yes. 

Q. You were the president and general man- 
ager? A. Yes, sir. 

Q. And you thought there was nothing wrong 
with what was done, so far as those accounts pay- 
able were concerned, so far as the income tax goes? 

A. He assured me there was nothing wrong. 

Q. Nothing wrong. [523] 
ee At 

Reeross Examination 

Q. (By Mr. Keesling): I show you the accounts 

payable record to which Mr. Cox referred, Exhibit 
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212, and referring to the date of July, 1947, in re- 
sponse to a question of Mr. Cox, you stated that 
vith respect to this page headed January 1, 1948, 
that is the page on which these alterations were 
made—— 

Mr. Cox: January 1, 1948? 

Mr. Keesling: Just a second here. I guess it isn’t 
that. 

Q. (By Mr. Keesling continuing): No, there is 
no heading on that [587] particular page, 1s that 
right? During the month of July of 1947? 

A. Yes. 


@. And that is the page that contains the nine 
alterations of one thousand dollars each that were 
entered by Mr. Taylor, is that right? 

A. Between these two pages, yes. 

Q. Between these two pages? A. Yes. 


@. And those were the ones entered by Mr. 
Taylor personally ? A. Yes. 


Q@. With respect to those alterations, you said 
you relied on Mr. Taylor. He made some statement 
concerning those, didn’t he? 

A. Yes, he said that, when I questioned it, he 
said it was all right, and not to worry about it, and 
he would adjust it in the next period. 

Q. In other words, you relied on his explanation 
that he would take care of it and adjust it? 

A. Absolutely. 


Mr. Keesling: No further questions. 
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Fiuother Redirect Examination 

Q. (By Mr. Obenour): What was the date that 
Mr. Taylor first told you [588] that you should fol- 
low these plans of giving Mr. Forster a share of the 
income from the Renton Ice and Ice Cream ? 

Mr. Cox: Object to the form of the question. 

The Court: Objection overruled. 

The Witness: Should I answer it? 

Mr. Obenour: Yes. 


A. It is hard to tell you the exact date, but I 
believe that it was in 1944. 


Q. (By Mr. Obenour): Did you ever—what was 
the occasion that Mr. Taylor first gave you direc- 
tions for distributing this money ? 

A. Whatever the instructions contained, it 
seemed a little out of the ordinary so I asked about 
it, and had that answer that I have given, that he 
should share in that salary. 

Q. Had Mx. Taylor given you those instructions 
in 1943 when distribution was made of the matter to 
which you previously testified ? 

A. I don’t believe so. I am not sure about that. 
dow caeeall.thatdte did. * ** * * [589] 

Q. (By Mr. Cox): And, having increased ar- 
bitrarily, as you have testified, certain items in this 
record, there is no adjustment that could be made in 
a subsequent period that would correet that, is 
there, since these were obligations that existed only 
at the end of the fiscal year, 1947? 
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A. From my knowledge of tax work, I wouldn’t 
be able to say ‘“‘yes” or “no” to that. 

Q. You just believed somehow this could be made 
right ? A. Certainly. [593] 
co Oo Go SS Be 

MAZIE LOVINGER 

upon being called as a witness for and on behalf of 
the Plaintiff, and upon being first duly sworn, tes- 
tified as follows: 


Direct Examination 

The Clerk: I want your full name, and the spell- 
ing your name, please. 

The Witness: Mazie Lovinger. 

The Clerk: L-o-v-i-n-g-e-r (spelling) ? 

The Witness: Yes. 

Q. (By Mr. Obenour): Will you state your 
name, please ? A. Mazie Lovinger. 

Q. And where do you live, Mrs. Lovinger? 

A. 350 Garden Street, Renton. 

Q. And are you the widow of C. M. Baskett? 

A. Yes. [595] 
Bp Se EP eS 

Q. (By Mr. Obenour): Now, handing you Plain- 
tiff’s Exhibits 203, 204, 206, 207 and 208, would 
you please examine those checks and identify those 
checks issued to you, Mazie Baskett, in the amounts 
stated, and the endorsements and as to the disposi- 
tion you made of them, please? 

A. Mazie Baskett, $1,158.50, and the endorse- 
ment is Mazie Baskett. 
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@. And what did you do with that check, please? 

A. I deposited it. No, that one, I didn’t. [608] 

Q. What did you do with that one? 

A. I returned that to Ma. Schneider. 

Q. For what reason did you return it to Mr. 
Schneider ? A. ‘To give to Mr. Forster. 

@. And what is the other check there? 

A. $2,317, to Mazie R. Baskett. 

Q. What did you do with that check? 

A. I deposited that. 

Q. And for what reason did you give that to 
Mr. Schneider for Mr. Forster, that $1,158 check? 

A. Beeanse he asked me to endorse it and hand 
it back to him. 

Q. Did you ask Mr. Schneider anything about 
why he should return that check to you, or to Mr. 
Forster? A. No. 

Q. Did you ask Mr. Forster? Ay Mo. 

Q. Did you ask Mr. Taylor? A. No, 

@. Is there any reason why you would not ask 
anyone about returning a check made out to you to 
My. Schneider for Mr. Forster? 

Mr. Griffin: Objected to as cross-examination 
of his own witness. [609] 

The Court: Objection sustained. 

Q@. (By Mx. Obenour): The next check is what, 
please? 

Mr. Cox: May we have the exhibit? 

A. Mazie Baskett. 

The Court: Is that marked as an exhibit num- 
ber? 
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The Witness: 204. I believe that is it right there, 
isn’t 1t? 

The Court: Yes. 

A. (Continuing) Mazie Baskett, $4,110, and Mr. 
Schneider handed it to me and asked me to endorse 
it, and I handed it back to him. 

@. And the next one in order, please? 

A. Mazie Baskett, $2,892.60. 

And what date is that? 

That is September 7, 1946. 

And the exhibit number, please? 

206. 

And what is the endorsement on that? 
Mazie Baskett and R. J. Schneider. 

What did you do with that check? 

I gave it back to him. 

To whom? A. Mr. Schneider. [610] 
And the next one, please, there; what is the 
oamibin number, now, please ? 

207. Mazie Baskett, $3,960. 

What date is that? 

September 10, 1947. 

And how was that endorsed ? 

Mazie Baskett. 

And what did you do with that check? 
Handed it back to Mr. Schneider. 

Those three checks for the years 1945, 1946 
and 1947, what then happened after you gave those 
checks, I believe you said, back to Mr. Schneider? 

A. He brought me a cashier’s check from the 
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bank for one-third of the amount of his eheck and 
my check. 

@. And what happened then as to each of those 
three cheeks made out to vou and endorsed by you? 

A. I endorsed them, and he took them. 

Q. What happened then to the amount that you 
did not reeeive from your check? 

A. All I know is that he said he was going to 
eet cashier’s checks, one for Mr. Forster, one for 
himself, and one for me. 

Q. Did you ever question him then about why 
you should give your check back to him and then 
receive a [611] lesser amount ? 

A. No, because that was my understanding. 

@. What did those checks represent, to your 
knowledge ? A. Acerued wages. 

Q. From what? 

A. Because I was to reecive six thousand a year. 

@. And how much were vou receiving in regu- 
lar salary ? A. $170 a month. 

@. And this then was what? 

A. The balance that was due. 

Q. Between these amounts vou actually received 
and the six thousand ? A. Yes. 

Q. How much of that were von permitted then 
to retain in each of those years? 

A. One-third of the amount of the two checks 
together. 

And did Mr. Sehneider receive any of it? 
As fat as I know, he did. 
And who else then? A. My. Forster. 


Oofe 
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Q. Now, the next check there, please, is 1948. 
What [612] is the—on the back of that exhibit— 
pardon me—— A. (Interposing) Oh. 

@. What is that exhibit number, please? 

A. 208. 

Q. Those checks, would you identify those writ- 
ten to yourself, please? 

A. M.R. Baskett, November 1, 1948, $1,253, en- 
dorsed by M. R. Baskett and Hans Forster. 

What did you do with that check? 
Endorsed it and gave it to Mr. Schneider. 
For what reason ? 

The same as before. 

Which is? 

Well, to give to Mr. Forster, I suppose. 
And the other check is what? 

M. R. Baskett, $2,507. 

Now, handing you Plaintiff’s Exhibit 210, 
Baan has been identified as two notes and two 
checks, there is one written with your name upon it. 
Would you note the date of that note, please ? 

July 31, 1949. 

Did you see that note at that time? 

No. 

When did you first see that note? 

February 5, 1954. [613] 

And the—would you then examine the check 
as made out to yourself? 

A. M.R. Baskett. T can’t see the month. Janu- 
ary. 

@. What date? 
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A. January J, it looks like, 1950. 

Q. And what is the amount of that check ? 

A. $3,244.80. 

Q. Does that correspond with the note there in 
the same amount? 

A. No, it doesn’t. Yes, it does. 

@. What are the endorsements then on_ that 
check to you? 


A. Mazie Baskett, M. R. Baskett. 

Q. When did you receive that check? 

A. It was the first part of January, of 1950. 

Q. Were you told what it was for when you re- 


ceived it? A. Yes. 

Q. Who gave it to you? 

A. Mr. Schneider. 

Q. What were you told when you received it? 

A. To endorse it and he would take it and take 
eare of it. 

Q. And did you—what then happened to [614] 
that check? 

A. I received one-third of the amount of these 
two checks together. 

Q. In what form? 

A. I couldn’t say whether that was a cashier’s 
cheek or the—or a company check. 

Q. Were you told what that check was for when 
you received it in regard to the note? 

A. Just that we were going to pick up these 
notes. 

Q. Had vou received any information about the 
notes prior to that time? 
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A. It was mentioned to me that they were going 
to make out notes. 

@. Who made out your tax returns during this 
period of time? A. Mr. Taylor. 

Q. What amount was set forth on your tax re- 
turns during this period as salary received by you 
from Renton Ice and Ice Cream Company? 

A. Six thousand dollars. 

@. Did you ever in any of the years between 
1945 and 1949 receive six thousand dollars that you 
retained from Renton Ice and Ice Cream Company? 

A. No. [615] 

@. Did you ever question Mr. Taylor about the 
preparation of your tax returns showing six thou- 
sand dollars which was more than you received from 
Renton Ice and Ice Cream? A. No 

Mr. LeSourd: I object to the question in that it 
assiumes it is more than she received and the testi- 
mony shows she received. 

Mr. Obenour: She said ‘‘yes,’’ that—— 

Mr. LeSourd: (Interposing) Well, received and 
retained, was the first question, Mr. Obenour. 

he Court: Well, the objection is overruled. 

Q. (By Mr. Obenour): Your answer was that, 
please? A. No. 

@. And you ever ask Mr. Taylor why the checks 
were made out in that manner to you and you were 
required to send them back by Mr. Schneider to 
Mr. Forster? 

A. No, I had nothing to do with the office or 
aii pero: it. ” ~ * * [oily 
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My. LeSourd: Mr. Griffin suggests that I proceed 
first, your Honor. 

In the first place, if the Court please, the Defend- 
ant Taylor renews at this time his motion for sev- 
erance made prior to the commencement of. trial, 
and renewed during the Government’s case. 

This motion and this renewal is based upon the 
fact that there has occurred during this case the 
very situation that the motion brought to the atten- 
tion of the Court prior to this triai was directed to, 
and that is the testimony as to hearsay, self-serving 
statements, on the part of some of the defendants 
affecting the Defendant Taylor, and, while the 
Court instructed the Jury that those statements 
were not to be taken as affecting the Defendant 
Tavlor, nevertheless the effect of those is prejudi- 
cial, even so, to this [635] defendant and where such 
a motion for severance has been made in advance 
of the trial. it is improper not to claim the sever- 
anee when that situation arises. 

May I ask the Court, I have many motions here, 
whether the Court desires to rule on these as we 
go along? 

Lhe Court: Well, I will rule on them as we go 
along if yon have completed vour statement on 
them. 

Mr. LeSourd: I have, on that. 

The Court: <All right, the Court will deny the 
motion. : 

My. LeSourd: And may the record show an ex- 
eeption ? 
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The Court: I assume under the rules that an 
exception is automatic. 
Mr. LeSourd: Yes, I assume so, also. [636] 


Gr GP us ae uy 


[Endorsed]: Filed March 11, 1955. 
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In the United States Court of Appeals 
for the Ninth Circuit 
No. 14656 
HANS FORSTER, Appellant, 
vs. 


UNITED STATES OF AMERICA, Appellee. 


STATEMENT OF POINTS ON APPEAL 


Pursuant to Rule 17(6) of this Court, Appellant 
submits the following statement of the points on 
which he intends to rely: 
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1. The Court erred in refusing to grant the de- 
fendant Forster’s motions for mistrial and renewals 
thereof, which motions were based upon statements 
contained in the opening statement of counsel for 
defendant L. Hicks Taylor relating to the proposed 
defense arising out of the alleged actions of George 
FE. Kachlein, Jr., as attorney for Taylor and Forster 
and were further based upon testimony adduced in 
support of the said defense. 

2. The Court erred in excluding from evidence 
defendant Forstev’s Exhibits A-84, A-85, A-86, A-87, 
and A-88 which tended to prove the relationship 
existing between the defendants Forster and Taylor 
and the status of Taylor. 

3. The Court exred in excluding the offered re- 
buttal testimony on behalf of defendant Torster of 
the witness Vern Igeness. 

4. The court erred in excluding the offered re- 
buttal testimony on behalf of defendant Forster of 
the witness Frank b. Donaldson. 

5. The Court erred in excluding the offered re- 
buttal testimony on behalf of defendant Forster of 
the witness Philip A. Strack. 

6. The court erred in excluding the offered re- 
buttal testimony on behalf of defendant Forster of 
the witness Quentin Ellis. 

7. The Court erred in instructing the jury, as a 
supplemental instruction on the issue of wilfulness 
at the request. of the jury and over objection of de- 
fendant Forster, as follows: 

“Now, to supplement that, as I say again, I am 
going to give you, in substance, the same matter. 


2788 Hans Forster vs. 


“When used in a criminal statute—that is the 
word ‘willful’ or ‘willfully—when used in a crim- 
inal statute it generally means an act done with a 
bad purpose, without justifiable excuse, stubbornly, 
obstinately, perversely. 

“The word is also characterized—employed to 
characterize a thing done without ground for be- 
lieving it lawful, or conduct marked by reckless 
disregard whether or not one has the right to to 
BCI | 

8. The Court erred in refusing to grant defend- 
ant Forster’s motion for a new trial, based upon the 
error in instructions above set forth. 

Dated this 11th day of February, 1955. 


TRACY E. GRIFFIN, 
J. KENNETH BRODY, 
/s/ By J. KENNETH BRODY, 
Attorneys for Appellant 


Acknowledgment of Service attached. 


[Endorsed]: Filed Feb. 12, 1955. Paul P. O’Brien, 
Clerk. 
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STIPULATION FOR RECORD ON APPEAL 


it Is Stipulated that as a part of the record on 
appeal in the above cause that on January 6, 1954, 
L. Hicks Teylor filed a motion for severance from 
the defendant Hans Forster and executed an af- 
fidavit which reads in part: 
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“* * * offiant believes that the government will 
present strong cases against the defendants Forster 
and Erickson on all nine counts and with respect to 
all of the allegedly unreported income * * *” 


And further affiant Taylor deponed: 

“That when charges were filed against the de- 
fendants named herein in March, 1952, the defend- 
ant Forster released to the newspapers carefully 
prepared stories emphasizing his beginnings as a 
penniless immigrant, carcfully playing up the fact 
that affiant had previously pleaded guilty to a 
charge of attempted evasion of his own income tax 
liability, and stating that he, Forster, was innocent, 
and was in trouble only because he had trusted 
affiant; that both before the filing of said charges 
and sinee, the defendant Forster has conducted an 
artful campaign to attempt to shift to affiant respon- 
sibility for his own acts, and has induced the de- 
fendant Erickson to join him in this effort: that as 
a result affiant believes, and is advised by his coun- 
sel, that he will be substantially prejudiced if he is 
forced to stand trial jointly with the defendants 
Forster and Erickson because of the concerted ef- 
fort they have made, and will undoubtedly continue 
to make during the trial, to fix upon him respoiisi- 
bility for their own acts;” 


That the motion of defendant Taylor was argued 
before the Court on January 11, 1954, and after 
counsel for the defendant Taylor and counsel for 
the Government had coneluded their arguments 
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Forster’s attorney, Tracy E. Griffin stated to the 
Court that he opposed the motion and if the Court 
intended favorably to consider defendant Taylor’s 
motion, he desired to be heard on the matter. That 
after this statement the Court denied the motion 
of the defendant Taylor for severance. 


Dated this 31st day of January, 1955. 


TRACY E. GRIFFIN, 
J. KENNETH BRODY, 
Attorneys for Appellant 


/s/ CHALES P. MORIARTY, 
United States Attorney, Attorney 
for Appellee 


[Endorsed]: Filed Feb. 12, 1955. Paul P. O’Brien, 
Clerk. 


